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A Year of Decision 


STATE OF THE UNION 
By HARRY S. TRUMAN, 


Message to Congress, Washington, 


AND BUDGET MESSAGE 
President of the United States 
D. C., Delivered January 21, 1946 


Complete Text of Introduction, Parts 1 and III; Part II not included because of extreme length of message 


() the Congress of the United States: A quarter cen- 
tury ago the Congress decided that it could no longer 
consider the financial programs of various depart- 
a piecemeal basis. Instead it has called on the 
President to a comprehensive Executive Budget. 
lhe Congress has shown its satisfaction with that method 
ot extending the budget system and tightening its controls. 
lhe bigger and more complex the Federal program, the 
it is for the Chief Executive to submit a 
budget for action by the Congress. 


ment on 


present 


more 


] 
“tnprie 


necessary it Is 


\t the same time, it is clear that the budgetary program 
ind the general program of the government are actually 
inseparable. “he President bears the responsibility for rec- 
ommending to the Congress a comprehensive set of pro- 
posals on all government activities and their financing. In 
formulating policies, as in preparing budgetary estimates, 
the nation and the Congress have the right to expect the 
President to adjust and co-ordinate the views of the various 
departments and agencies to form a unified program, And 
that program requires consideration in connection with the 
budget, which is the annual work program of the govern- 


mient. 
EFFICIENCY VITAL 


nee our programs for this period which combines war 
liquidation with reconversion to a peace-time economy are 
inevitably large and numerous, it is imperative that they be 
and he utmost efhciency and the 
utmost economy. We have cut the war program to the max- 
extent consistent with national security. We have 
held our peace-time programs to the level necessary to out 


planned executed with t 


brrtiin 


national well-being and the attainment of our post-war ob 


yectiy es, 


Where increased programs have been recommended, 


it. All the programs I have recommended for action are 
included in the budget figures. 

For these reasons | have chosen to combine the customary 
Message on the State of the Union with the annual budget 
message, and to include in the budget not only estimates for 
functions authorized by the Congress, but also for those 
which I recommend for its action. 

1 am also transmitting herewith the fifth quarterly report 
of the Director of War Mobilization and Reconversion. It 
is a comprehensive discussion of the present state of the re- 
conversion program and of the immediate and long-range 
needs and recommendations. 

‘This constitutes, then, as complete a report as I find it 
possible to prepare now. It constitutes a program of gov- 
ernment in relation to the nation’s needs, 


Economic Issues 


With the growing responsibility of modern government 
to foster economic expansion and to promote conditions that 
assure full and steady employment opportunities, it has be- 
come necessary to formulate and determine the government 
program in the light of national economic conditions as a 
whole. ‘In both the executive and the legislative branches we 
must make arrangements which will permit us to formulate 
the government program in that light. Such an approach 
has become imperative if the American political and econo- 
mic system is to succeed under the conditions of economic 
instability and uncertainty which we have to face. The gov- 
ernment needs to assure business, labor and agriculture that 
government policies will take due account of the require- 
ments of a full employment economy. The lack of that as- 
surance would, I believe, aggravate the economic instability. 

With the passage of a full-employment bill which I con- 


held as low as is consistent with 
I can assure the Congress of the necessity of 
l can further assure the Congress that the 


a whole is well within our to finance 


the mcreases have been 


fidently anticipate for the very near future, the executive 
and legislative branches of government will be empowered 
to devote their best talents and resources in subsequent years 


to preparing and acting on such a program. 


these voals. 


these programs, 


provram as 
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I. FROM WAR TO PEACE 
In his last Message on the State of the Union, delivered 
one year ago, President Roosevelt said: 

This new year of 1945 can be the greatest year of 
achievement in human history. 

1945 can see the final ending of the Nazi-Fascist 
reign of terror in Europe. 

1945 can see the closing in of the forces of retribu- 
tion about the center of the malignant power of im- 
perialistic Japan. . 

Most important of all—1945 can and must see the 
substantial beginning of the organization of world 
peace. 


All those hopes, and more, were fulfilled in the year 1945. 
It was the greatest year of achievement in human history. 
It saw the end of the Nazi-Fascist terror in Europe, and 
also the end of the malignant power of Japan. And it saw 
the substantial beginning of world organization for peace. 
‘These momentous events became realities because of the 
steadfast purpose of the United Nations and of the forces 
that fought for freedom under their flags. The plain fact is 
that civilization was saved in 1945 by the United Nations. 

Our own part in this accomplishment was not the product 
of any single service. Those who fought on land, those who 
fought on the sea, and those who fought in the air deserve 
equal credit. hey were supported by other millions in the 
armed forces who through no fault of their own could not 
go overseas and who rendered indispensable service in this 
country. They were supported by millions in all levels of 
government, including many volunteers, whose devoted pub- 
lic service furnished basic organization and leadership. They 
were also supported by the millions of Americans in private 
life—men and women in industry, in commerce, on the 
farms, and in all manner of activity on the home front—who 
contributed their brains and their brawn in arming, equip- 
ping, and feeding them. The country was brought through 
four years of peril by an effort that was truly national in 
character. 

Tripute To War Dean 

Everlasting tribute and gratitude will be paid by all 
Americans to those brave men who did not come back, who 
will never come back—the 330,000 who died that the Na- 
tion might live and progress. All Americans will also re- 
main deeply conscious of the obligation owed to that larger 
number of soldiers, sailors and marines who suffered wounds 
and sickness in their service. ‘They may be certain that their 
sacrifice will never be forgotten or their needs neglected. 

The beginning of the year 1946 finds the United States 
strong and deservedly confident. We have a record of encr- 
mous achievements as a democratic society in solving prob- 
lems and meeting opportunities as they developed. We find 
ourselves possessed of immeasurable advantages—vast and 
varied natural resources; great plants, institutions and other 
facilities; unsurpassed technological and managerial skills; 
an alert, resourceful and able citizenry. We have in the 
United States Government rich resources in information, 
perspective and facilities for doing whatever may be found 
necessary to do in giving support and form to the widespread 
and diversified efforts of all our people. 

And for the immediate future the business prospects are 
generally so favorable that there is danger of such feverish 
and opportunistic activity that our grave post-war problems 
may be neglected. We need to act now with full regard 
for pitfalls; we need to act with foresight and balance. We 
should not be lulled by the immediate alluring prospects into 
forgetting the fundamental complexity of modern affairs, the 


catastrophe that can come in this complexity, or the values 
that can be wrested from it. 


CruciAL ProptemMs AHEAD 


But the long-range difficulties we face should no more 
lead to despair than our immediate business prospects should 
lead to the optimism which comes from the present short- 
range prospect. On the foundation of our victory we can 
build a lasting peace, with greater freedom and security for 
mankind in our country and throughout the world. We will 
more certainly do this if we are constantly aware of the 
fact that we face crucial issues and prepare now to meet 
them. 

‘To achieve success will require both boldness in setting our 
sights and caution in steering our way on an uncharted 
course. But we have no luxury of choice. We must move 
ahead. No return to the past is possible. 

Our nation has always been a land of great opportunities 
for those people of the world who sought to become part 
of us. Now we have become a land of great responsibilities 
to all the people of the world. We must squarely recognize 
and face the fact of those responsibilities. Advances in 
science, in communication, in transportation, have com- 
pressed the world into a community. ‘The economic and po- 
litical health of each member of the world community bears 
directly on the economic and political health of each other 
member. 

The evolution of centuries has brought us to a new era 
in world history in which manifold relationship between Na- 
tions must be formalized and developed in new and intricate 
Wavs. 

The United Nations Organization now being established 
represents a minimum essential beginning. It must be devel- 
oped rapidly and steadily. Its work must be amplified to fill 
in the whole pattern that has been outlined. Economic col- 
laboration, for example, already charted, now must be car- 
ried on as carefully and as comprehensively as the political 
and security measures. 

It is important that the nations come together as states 
in the Assembly and in the Security Council and in the 
other specialized assemblies and councils that have been and 
will be arranged. But this is not enough. Our ultimate 
security requires more than a process of consultation and 
compromise. 

It requires that we begin now to develop the United Na- 
tions Organization as the representative of the world as 
one society. The United Nations Organization, if we have 
the will adequately to staff it and to make it work as it 
should, will provide a great voice to speak constantly and 
responsibly in terms of world collaboration and world well- 
being. 

‘There are many new responsibilities for us as we enter 
into this new international era. ‘The whole power and will 

ind wisdom of our government and of our people should 
be focused to contribute to and to influence international 
ction. It is intricate, continuing business. Many concessions 
ind adjustments will be required. 

The spectacular progress of science in recent years makes 
these necessities more vivid and urgent. That progress has 
speeded internal development and has changed world relation- 
ships so fast that we must realize the tact of a new era. It 
is an era in which affairs have become complex and rich in 

romise. Delicate and intricate relationships, involving us 

il in countless ways, must be carefully considered. 

Urces Co-opERATION 


On the domestic scene, as well as on the international scene. 
we must lay a new and better foundation for co-operation. 
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‘e face a great peace-time venture; the challenging venture 
of a free-enterprise economy making full and effective use 
of rich resources and technical advances. ‘This is a ven- 
ture in which business, agriculture, and labor have vastly 
vreater opportunities than heretofore. But they all also have 
vastly greater responsibilities. We will not measure up to 
those responsibilities by the simple return to “normalcy” that 
was tried after the last war. 

‘The general objective, on the contrary, is to move tor- 
ward to find the way in time of peace to the full utilization 
ind development of our physical and human resources that 
vere demonstrated so effectively in the war. 

To accomplish this, it is not intended that the Federal 
overnment should do things that can be done as well for 
the nation by private enterprise, or by state and local gov- 
ronments. On the contrary, the war has demonstrated how 
ettectively we can organize our productive system: and dev- 
elop the potential abilities of our people by aiding the efforts 

private enterprise. 


ifs 


\s we move toward one common objective there will be 
any and urgent problems to meet. 
Industrial peace between management and labor will have 
he achieved—through the process of collective bargaining 
yovernment assistance, but not government com- 
This is a problem which is the concern not onl 
management, labor and the government but also the con 
n of every one of us, 
Private capital and private management are entitled to 
dequate reward for efhiciency, but business must recognize 
reward results from the employment of the resources 
on. Business is a public trust and must adhere 
| standards in the conduct of its affairs. “These 
include as a minimum the establishment of fait 
nd fair employment practices. 


with 
i On. 


+ 


LABOR RESPONSIBILITIES 


Lal OT 


iso has its own new peace-time responsibilities 
er our collective bargaining system, which must become 

wie’ me 
ely more secure, labor attains increasing political 


ll a and all 


s economic power, this, with 
creased responsibility. 

of millions of veterans and war 
ly atfected by the success or failure of our program 
liquidation and reconversion. ‘Their transition to 
ace-| will be determined by our eftorts to 
reak the bottlenecks in key items of production, to make 
irplus property immediately available where it is needed, 
'o maintain an eftective national employment service, and 
any other Our obligations to the 
people who won the war will not be paid if we fail to pre- 
ent inflation and to maintain employment opportunities. 


While our peace-time prosperity will be based on the pri- 


as 


power, 


workers wil! 


Cs 
it 
iT 

Wal 


( time pursuits 


reconversion policies. 


Jate enterprise system, government can and must assist in 
many ways. It is the government’s responsibility to see that 
our economic system remains competitive, that new busi- 
have adequate opportunities, and that our national 
restored and improved. Government must re 


wieiion 
esources are 
lize the eftect of its operations on the whole economy. It 
is the responsibility of government to gear its total program 
to the achievement of full production and full employment. 
Our objective toward which all others lead—is to 
prove the welfare of the American people. In addition 
te economic prosperity, this means that we need social secur- 
in the fullest sense of the term; the people must be pro- 
ected trom the fear of want during old age, sickness, and 
nemployment. Opportunity for a good education and ade- 
quate medical care must be generally available. Every family 
hould have a decent home. The new economic bill of rights 


\ , 
DAste 


to which I have referred on previous occasions is a charter 
ot economic freedom which seeks to assure that all who will 
may work toward their own security and the general ad- 
vancement; that we become a well-housed people, a well- 
nourished people, an educated people, a people socially and 
economically secure, an alert and responsible people. 

‘These and other problems which may face us can be met 
by the co-operation of all of us in furthering a positive and 
well-balanced government program—a program which will 
turther national and international well-being. 


Il. THE FEDERAL PROGRAM 


{This part of message reiterated the programs set forth in 
the President’s speeches and messages to Congress previously 
published in ViraAL SPEECHES OF THE Day. 

Foreign Policy—See issue of November 15, 1945. 

Domestic Policies—See particularly issues of September 
15th, October 15th, November Ist, December Ist and 15th, 
1945 and January Ist, 1946.] 


fil. THE BUDGET FOR THE FEDERAL 
PROGRAM 
For THE FiscAL YEAR 1947 
SUMMARY OF THE BUDGET 


For the first time since the fiscal year 1930 the budget for 
the next fiscal year will require no increase in the national 
debt. 

Expenditures of all kinds, authorized and recommended, 
in the next year are estimated at just above 35.8 billion dol- 
lars. Net receipts are estimated at 31.5 billion dollars. The 
estimated difference of 4.3 billion dollars will be met by a 
reduction in the very substantial balance which will be in 
the ‘Treasury during the next fiscal year. 

A large part of the activities outside defense and war 
liquidation, aftermath of war, and international finance, 
classified as “other activities” in a following table, is still 
These “other activities” 
include more than 2 billion dollars for aids to agriculture 
and net outlays for the Commodity Credit Corporation— 
almost double the expenditures for the same purposes in pre- 
war years. This increase is due mainly to expenditures for 
purposes of price stabilization and price support resulting 
from the war food production program. Other increases in 
this category are due to the fact that certain war-time agen- 
cies now in the process of liquidation are included in this 
group of activities. If all expenditures for those activities 
which are directly or indirectly related to the war are ex- 
cluded, the residual expenditures are below those for corre- 
sponding activities in pre-war years. In making this com- 
parison account should be taken of the fact that, while 
pre-war expenditures were affected by direct relief and work 
relief for the unemployed, the post-war budgets are affected 
by the considerable increase in pay rates and other increases 
in costs and prices. 


due to repercussions of the war. 


Bupcetr EsTiMATE 


To elaborate, the budget, as I have remarked above, re- 
flects on both sides of the ledger the government’s program 
as recommended by the Executive. It includes estimates not 
only of expenditures and receipts for which legislative 
authority already exists, but also of expenditures and receipts 
for which authorization is recommended. 

The budget total for the next fiscal year, the year that 
ends on June 30, 1947, is estimated at just above 35.8 bil- 
lion dollars—about a third of the budgets for global war, 
although nearly four times the pre-war budgets. This esti- 
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mate is based on the assumption that a rapid liquidation of 
the war program will be associated with rapid reconversion 
and expansion of peace-time production. The total includes 
net outlays of government corporations. 

The estimated expenditures in the next and current fiscal 
year compare as follows with those of a vear of global war 
and a pre-war year: 

Total budget 


expenditures 

Fiscal year: (in millions ) 
a ee es pea ik ew cia armoaio ae $35,860 
ieee iL Cie ins oalih ie ire cae 67,229 
Pn) “siete Sue duheeGus eens eee kee s 100,031 
See errr Pere reer re 9,252 


Although allowances for occupation, demobilization and 
defense are drastically reduced in the fiscal year 1947, they 
will still amount to 42 per cent of the total budget. The 
so-called “aftermath of war” expenditures account for a 
further 30 per cent of the total. The total of all other 
programs, which was drastically cut during the war, is in- 
creasing again as liquidation of the war program proceeds 
and renewed emphasis is placed on the peace-time objectives 
ot the government. 

On the other side of the ledger, net receipts are estimated 
at 31.5 billion dollars. This estimate assumes that all exist- 
ing taxes will continue all through the fiscal year 1947. 
Included are the extraordinary receipts from the disposal 
ot surplus property. 

As a result, estimated expenditures will exceed estimated 
receipts by 4.3 billion dollars. This amount can be pro- 
vided by a reduction in the cash balance in the Treasury. 
Thus, after a long period of increasing public debt resulting 
from depression budgets and war budgets, it is anticipated 
that no increase in the Federal debt will be required next 
year. 

FEDERAL BUDGET EXPENDITURES AND 
BUDGET RECEIPTS 
INCLUDING NET OUTLAYS OF GOVERNMENT CORPORATIONS 


AND CREDIT AGENCIES (BASED ON EXISTING AND PROPOSED 
LEGISLATION ) 


{In millions] 
Fiscal year 








Expenditures: 1946 1947 
Defense, war and war liquidation..... $49,000 $15,000 
Aftermath of war: Veterans, interest, 

SD. boeheeu sandudbnvesasaws 10,813 10,793 
International finance (including pro- 
i ) Pr 2,614 2,754 
SE OD na rhein ob whe oes 4,552 5,813 
Activities based on proposed legislation 
(excluding international finance)... 250 1,500 
Total expenditures ............. $67,229 $35,860 
CE icc wae caeehalenek ane 38,609 31,513 
Excess of expenditures ................ $28,620 $4,347 


The current fiscal year, 1946, is a year of transition. 
When the year opened, in July, 1945, we were still fighting 
a major war, and Federal expenditures were running at an 
annual rate of about 100 billion dollars. By June, 1946, 
that rate will be more than cut in half. The budget total 
for the current year is now estimated at 67.2 billion dollars, 
of which more than two-thirds provides for war and war 
liquidation. Since net receipts are estimated at 38.6 billion 
dollars, there will be an excess of expenditures of 28.6 bil- 
lion dollars for the current fiscal year. 


For all programs discussed in this message I estimate the 
total of budget appropriations and authorizations (including 
reappropriations and permanent appropriations) at 30,982 
million dollars for the fiscal year 1947. Of this amount, 
present permanent appropriations are expected to provide 
5,755 million dollars, principally for interest. This leaves 
24,224 million dollars to be made available through new 
appropriations, exclusive of appropriations to liquidate con- 
tract authorizations; 900 million dollars in new con- 
tract authorizations, and 103 million dollars through the 
reappropriation of unliquidated balances of previous ap- 
propriations. The appropriations needed to liquidate con- 
tract authorizations are estimated at 1,113 million dollars. 

In the budget for the year ahead only over-all estimates 
are included at this time for the major war agencies and for 
net outlays of government corporations. Detailed recom- 
mendations will be transmitted in the spring for the war 
agencies; and the business-type budgets of government cor- 
porations will likewise be transmitted in accordance with the 
recently adopted government corporation control act. 

Similarly only over-all estimates are provided for new pro- 
grams recommended in this message; detailed recommenda- 
tions will be transmitted after authorizing legislation has been 
enacted. It should be recognized that many of the estimates 
for new programs recommended in this message are initial 
vear figures. These figures will be affected by the date the 
legislation is enacted and by the time needed for getting a 
program under way. New programs, such as that for a na 
tional research agency, will require larger amounts in later 
vears. The estimates exclude major elements of the proposed 
national health program, since the greater part of these will 
be covered by expenditures from trust funds. 

The budget total includes expenditures for capital out 
lay as well as for current operations. An estimated 1,740 
million dollars will be expended in the fiscal year 1947 for 
direct Federal public works and for loans and grants for 
public works. 


THE Economic IMPACT OF THE LIQUIDATION OF THI 
War PrRoGRAM 


Government programs are of such importance in the de- 
velopment of production and employment opportunities—do 
mestic and international—that it has become essential to for- 
mulate and consider the Federal budget in the light of the 
nation’s budget as a whole. The relationship between the 
receipts, expenditures, and savings of consumers, business, 
and government is shown in the accompanying table. 

Considering the whole nation, total expenditures must 
equal the total receipts, because what any individual or group 
spends becomes receipts of other individuals or groups. 
Such equality can be achieved on either a high level of in- 
comes or on a low or depression level of incomes. 

Tremendous orders for munitions during the war shifted 
production and employment into high gear. Total goods 
produced and services rendered for private as well as for 
government purposes—the nation’s budget—reached about 
200 billion dollars in the calendar year 1944. Federal, state, 
and local government expenditures represented half of this 
total, 

Corresponding estimates for the last three months depict 
the national economy in the process of demobilization and 
reconversion. 

The wartime annual rate of Federal expenditures has 
been reduced by 32 billion dollars, while the nation’s bud- 
get total has dropped only half as much. The drop in total 
value of production and services has been less drastic be- 
cause increasing private activities have absorbed in large 
measure the man power and materials released from war 
production and war services. 
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argest increase in private activities has occurred in 
which include residential and other 
durable equipment, accumulation 
f inventories, and net exports. Under conditions of global 
war, expenditures for private construction and equipment 
ere held to a minimum and inventories were depleted. 
With the beginning of reconversion these developments have 
Residential construction and outlays for 
nt and equipment are on the increase; inventories, too, 
e being replenished. International transactions (exclud- 
and international relief which are included 
inder war expenditures) showed an import surplus under 
conditions of global war. In the last three months private 
exports have been slightly in excess of imports, for the first 
time since 1941, 


Consumers’ 


investments, 


onstruction, proaucers 


een reversed. 


] al 
ny lend-lease 


budgets show a significant change. On the 
income side, their total has declined but little because the 
reduction in “take-home” pay of war workers is, to a large 
extent, offset for the time being by the mustering-out pay- 
ments received by war veterans and by unemployment com- 
pensation received by the unemployed. On the expenditure 
ide, however, consumers’ budgets, restricted during the war, 
have increased substantially as a result of the fact that 
carce yoods are beginning to appear on the market and 
wartime restraints are disappearing. Thus, consumers’ cur- 
rent savings are declining substantially from the extraor- 
linarily high wartime rate and some wartime savings are 
vinning to be used for long-delayed purchases. 
Unemployment has increased less than was expected dur- 
ng this first period of demobilization and reconversion. It 
true that six million men and women have been discharged 
trom the armed forces since May, 1945 and more than five 
million have been laid off from war work. On the other 
hand, more than a million civilians have been enlisted in the 
armed forces, a considerable number of war veterans have 
not immediately sought jobs, and many war workers, espe- 
cially women, have withdrawn from the labor force. In 
iddition, industries, and especially service trades 
which were undermanned during the war, are beginning 
now, for the first time in vears, to recruit an adequate labor 
torce. “The reduced workweek has also contributed to the 
absorption of those released from war service and war work. 
In general, the drastic cut in war programs has thrown 
the economy into low gear; it has not thrown it out of gear. 
Cur machine demonstrates remarkable resiliency, 
ithough there are many difhculties that must still be 
( The rapid termination of 
learance of unneeded gi 


many 


CCONOMIC 


over- 
War contracts, prompt 
vernment-owned equipment from 
private plants, and other reconversion policies have greatly 
peeded up the beginning of peace-time work in reconverted 
plants. 
Althoug 
k termination has thus been met better than many ob- 
Vers expected, 


h the first great shock of demobilization and war- 


specific industries and specific regions show 
hh unevenness in the progress of reconversion. 
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I. FINANCIAL REQUIREMENTS AND TAx Ponicy 


legislation 


Recommendations for tax 
he light of the fin 


idere d 


should be con 
not only in the ncial requirements 


of the ensuing year, but also in the light of future years’ 
financial requirements and a full consideration of economic 
conditions. 

Expenditures are estimated at nearly 36 billion dollars 
in the fiscal year 1947; they can hardly be expected to be 
reduced to less than 25 billion dollars in subsequent years. 
Net receipts in the fiscal year 1947 are estimated at 31.5 
billion dollars. 

Included in this estimate are 2 billion dollars of receipts 
from disposal and rental of surplus property and 190 million 
dollars of receipts from renegotiation of war-time contracts. 
These sources of receipts will disappear in future years. Tax 
collections for the fiscal year 1947 also will not yet fully 
reflect the reduction in corporate tax liabilities provided in 
the revenue act of 1945. If the extraordinary receipts from 
the disposal of surplus property and renegotiation of con- 
tracts be disregarded, and if the tax reductions adopted 
in the revenue act of 1945 were fully effective, present tax 
rates would yield about 27 billion dollars. 

These estimates for the fiscal year 1947 are based on the 
assumption of generally favorable business conditions but not 
on an income reflecting full employment and the high pro- 
ductivity that we hope to achieve. In future years the pres- 
ent tax system, in conjunction with a full employment level 
of national income, could be expected to yield more than 
30 billion dollars, which is substantially above the anticipated 
peace-time level of expenditures. 

In view of the still extraordinarily large expenditures in 
the coming year and continuing inflationary pressures, | am 
making no recommendation for tax reduction at this time. 

We have already had a substantial reduction in taxes 
from war-time peaks. The revenue act of 1945 was a 
major tax-reduction measure. It decreased the total tax 
load by more than one-sixth, an amount substantially in 
excess of the reductions proposed by the Secretary of the 
Treasury to Congressional tax committes in October, 1945. 
These proposed reductions were designed to encourage re- 
conversion and peace-time business expansion. 

The possibility of further tax reductions must depend on 
the budgetary situation and the economic situation. The 
level of anticipated expenditures for the fiscal year 1947. 
and the volume of outstanding public debt require the 
maintenance of large revenues. Moreover, inflationary 
pressures still appear dangerously powerful, and ill-advised 
tax reduction would operate to strengthen them still further. 

My decision not to recommend additional tax reductions 
at this time is made in the light of existing economic condi- 
tions and prospects. 


2. BorrowinGc AND THE PusBtic Desr 


The successful conclusion of the Victory loan marked the 
end of war borrowing and the beginning of the transition 
to post-war debt management. 

Because of the success of the Victory loan, I am happy 
to report that the Treasury will not need to borrow any 
new money from the public during the remainder of the 
present fiscal year except through regular sales of savings 
bonds and savings notes. Furthermore a part of the large 
cash balance now in the Treasury will be used for debt 
redemption so that the public debt, which now amounts to 
tbout 278 billion dollars, will decrease by several billion 
lollars during the next eighteen months. The present statu- 
torv debt limit of 300 billion dollars will provide an ample 
margin for all the public-debt transactions through the fiscal 
vear 1947. The net effect of the excess of expenditures and 
lebt redemption on the Treasury cash balance, as compared 
with selected previous years, is shown in the following 
table: 
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Excess oF Bupcet EXPENDITURES, THE PusBLic Dest AND 
THE Treasury CASH BALANCE IN SELECTED YEARS 


[In billions] 


Excess of Public Cash bal- 
Budget expendi- debt ance 
Fiscal Year: tures over receipts At end of period 


RS TR re $ 3.9 S$ 43.0 $ 1.9 
PE 6 tae eee 53.5 258.7 24.7 
1946: 
July-Dec., ’45 ... 18.1 278.1 26.0 
Jan.-June, ’46 ... 10.5 275.0 11.9 
ERR ero 4.3 271.0 3.2 


Although the public debt is expected to decline, a sub- 
stantial volume of refinancing will be required, because of 
the large volume of maturing obligations. Redemptions of 
savings bonds also have been running high in recent months 
and are expected to remain large for some time. The issu- 
ance of savings bonds will be continued. These bonds repre- 
sent a convenient method of investments for small savers, 
and also an anti-inflationary method of refinancing. Gov- 
ernment agencies and trust funds are expected to buy about 
2.5 billion dollars of government securities during the next 
six months, and 2.8 billion dollars ‘more during the fiscal 
year 1947. Through these and other debt operations, the 
distribution of the Federal debt among the various types of 
public and private owners will change, even though the total 
is expected to decline. 

The interest policies followed in the refinancing operations 
will have a major impact not only on the provision for in- 
terest payments in the future budgets, but also on the level 
of interest rates prevailing in private financing. The average 
rate of interest on the debt is now a little under 2 per cent. 
Low interest rates will be an important force in promoting 
the full production and full employment in the post-war 
period for which we are all striving. Close wartime co- 
operation between the Treasury Department and the Fed- 
eral Reserve System has made it possible to finance the most 
expensive war in history at low and stable rates of interest. 
This co-operation will continue. 

No less important than the level of interest rates paid on 
the debt is the distribution of its ownership. Of the total 
debt, more than half represents direct savings of individuals 
or investments of funds received from individual savings by 
life insurance companies, mutual savings banks, savings and 
loan associations, private or government trust funds and 
other agencies. 

Most of the remaining debt—more than 100 billion dol- 
lars—is held by the commercial banks and the Federal Re- 
serve banks. Heavy purchases by the banks were necessary 
to provide adequate funds to finance war expenditures. A 
considerable portion of these obligations are short-term in 
character and hence will require refinancing in the coming 
months and years. Since they have been purchased out of 
newly created bank funds, continuance of the present low 
rates of interest is entirely appropriate. To do otherwise 
would merely increase bank profits at the expense of the 
taxpayer. 

The 275-billion-dollar debt poses a problem that re- 
quires careful consideration in the determination of finan- 
cial and economic policies. We have learned that the prob- 
lem, serious as it is, can be managed. Its management will 
require determined action to keep our Federal budget in 
order and to relate our fiscal policies to the requirements 
of an expanding economy. The more successful we are in 
achieving full production and full employment the easier it 
will be to manage the debt and pay for the debt service. 

Large though the debt is, it is within our economic capac- 


itv. The interest charges on it amount to but a small pro- 
portion of our national income. The government is de- 
termined, by a resolute policy of economic stabilization, to 
protect the interests of the millions of American citizens 
who have invested in its securities. 

During the last six months the net revenue receipts of 
the Federal government have been about 20 billion dollars, 
almost as much as during the closing six months of 1944 
when the country was still engaged in all-out warfare. The 
high level of these receipts reflects the smoothness of the 
reconversion and particularly the strength of consumer de 
mand. But the receipts so far collected, it must be remem 
bered, do not reflect any of the tax reductions made by the 
revenue act of 1945. These reductions will not have their 
full effect on the revenue collected until the fiscal year 1948. 

It is good to move toward a balanced budget and a start 
on the retirement of the debt at a time when demand for 
goods is strong and the business outlook is good. These 
conditions prevail today. Business is good and there are 
still powerful forces working in the direction of inflation. 
This is not the time for tax reduction. 


RECOMMENDATIONS FOR SPECIFIC 
FEDERAL ACTIVITIES 
1. War LiguipaTiIon AND NATIONAL DEFENSE 
(a) War expenditures 

The fiscal year 1947 will see a continuance of war liqui- 
dation and occupation. During this period we shall also lay 
the foundation for our peace-time system of national de- 
tense. 

In the fiscal year that ended on June 30, 1945, almost 
wholly a period of global warfare, war expenditures 
amounted to 90.5 billion dollars. For the fiscal year 1946 
war expenditures were originally estimated at 70 billion 
dollars. That estimate was made a year ago while we were 
still engaged in global warfare. After victory over Japan 
this estimate was revised to 50.5 billion dollars. Further 
cut-backs and accelerated demobilization have made possible 
an additional reduction in the rate of war spending. Dur- 
ing the first six months 32.9 billion dollars were spent. It 
is now estimated that 16.1 billion dollars will be spent dur- 
ing the second six months, or a total of 49 billion dollars 
during the whole fiscal year. 

For the fiscal year 1947 it is estimated, tentatively, that 
expenditures for war liquidation, for occupation, and for 
national defense will be reduced to 15 billion dollars. The 
War and Navy Departments are expected to spend 13 
billion dollars; expenditures of other agencies, such as the 
United States Maritime Commission, the War Shipping Ad- 
ministration, and the Office of Price Administration, and 
payments to the United Nations Relief and Rehabilitation 
Administration are estimated at 3 billion dollars. Allow- 
ing for estimated net receipts of | billion dollars arising 
from war activities of the Reconstruction Finance Corpora- 
tion, the estimated total of war expenditures is 15 billion 
dollars. At this time only a tentative break-down of the 
total estimate for war and defense activities can be indicated. 


War LiguipaAtion 


An expenditure of 15 billion dollars for war liquidation, 
occupation, and national defense is a large sum for a year 
which begins ten months after fighting has ended. It is ten 
times our expenditure for defense before the war; it amounts 
to about 10 per cent of our expected national income. This 
estimate reflects the immense job that it involved in winding 
up a global war effort and stresses the great re sponsibility 
that victory has placed upon this country. The large ex- 
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penditures needed for our national defense emphasize the 
vreat scope for effective organization in furthering econ- 
omy and efficiency. To this end I have recently recom- 
mended to the Congress adoption of legislation combining 
the War and Navy Departments into a single department 
of national defense. 


A large part of these expenditures is still to be attributed 
to the costs of the war. Assuming, somewhat arbitrarily, 
that about one-half of the 15-billion-dollar outlay for the 
fiscal year 1947 is for war liquidation, aggregate expendi- 
tures by this government for the second world war are 
now estimated at 347 billion dollars through June 30, 1947. 
Of this, about 9 billion dollars will have been recovered 
through renegotiation and sale of surplus property by June 
30, 1947; this has been reflected in the estimates of receipts. 


Demobilization and strength of armed forces —Demo- 
bilization of our armed forces is proceeding rapidly. At the 
time of victory in Europe, about 12.3 million men and 
women were in the armed forces; 7.6 million were over- 
seas. By the end of December, 1945, our armed forces had 
been reduced to below 7 million. By June 30, 1946, they 
will number about 2.9 million, of whom 1.8 million will be 
individuals enlisted and inducted after V-E Day. Muster- 
ing-out pay is a large item of our war liquidation expense ; 
it will total 2.5 billion dollars in the fiscal year 1946, and 
about 500 million dollars in the fiscal year 1947. 

In the fiscal year 1947 the strength of our armed forces 
will still be above the ultimate peace-time level. As I have 
said, War and Navy Department requirements indicate a 
trength of about 2 million in the armed forces a year from 
now. This is necessary to enable us to do our share in the 
occupation of enemy territories and in the preservation of 
peace in a troubled world. Expenditures for pay, subsis- 
tence, travel, and miscellaneous expenses of the armed 
forces, excluding mustering-out pay, are estimated at 5 
hillion dollars. 


Contract settlement and surplus property disposal—The 
winding up of war procurement is the second most im- 
portant liquidation job. By the end of November a total 
of 301,000 prime contracts involving commitments of 64 
billion dollars had been terminated. Of this total, 67,000 
contracts with commitments of 35 billion dollars remained 
to be settled. Termination payments on these contracts are 
estimated at about 3.5 billion dollars. It is expected that 
more than half of these terminated contracts will be settled 
during the current fiscal year, leaving payments of about 
1.5 billion dollars for the fiscal year 1947. 

Another important aspect of war supply liquidation is 
the disposal of surplus property. Munitions, ships, plants, 
installations and supplies, originally costing 50 billion dol- 
lars or more, will ultimately be declared surplus. The sale 
value of this property will be far less than original cost and 
disposal expenses are estimated at 10 to 15 cents on each 
dollar realized. Disposal units within existing agencies have 
been organized to liquidate surplus property under the di- 
rection of the Surplus Property Administration. Overseas 
disposal activities have been centralized in the State De- 
partment to permit this program to be carried on in line 
with over-all foreign policy. “Thus far only about 13 billion 
dollars of the ultimate surplus, including 5 billion dollars 
of unsalable aircraft, has been declared. Of this amount, 
2.3 billion dollars have been disposed of, in sales yielding 
600 million dollars. The tremendous job of handling sur 
plus stocks will continue to affect Federal expenditures and 
receipts for several vears. The speed and effectiveness of 
surplus disposal operations will be of great importance for 


the domestic economy as well as for foreign economic 
policies. 

War supplies, maintenance and relief—Adequate provi- 
sion for the national defense requires that we keep abreast 
of scientific and technical advances. The tentative estimates 
for the fiscal year 1947 make allowance for military re- 
search, limited procurement of weapons in the develop- 
mental state, and some regular procurement of munitions 
which were developed but not mass-produced when the war 
ended. Expenditures for procurement and construction will 
constitute one-third or less of total defense outlays, com- 
pared to a ratio of two-thirds during the war years. 

The estimates also provide for the maintenance of our 
war-expanded naval and merchant fleets, military installa- 
tions and stocks of military equipment and supplies. Our 
naval combatant fleet is three times its pre-Pearl Harbor 
tonnage. Our merchant marine is five times its pre-war 
size. The War Department has billions of dollars worth of 
equipment and supplies. Considerable maintenance and re- 
pair expense is necessary for the equipment which we de- 
sire to retain in active status or in war reserve. Expenses 
will be incurred for winnowing the stocks of surpluses, -for 
preparing lay-up facilities for the reserve fleets, and for 
storage of reserve equipment and supplies. 

Military expenditures in the current fiscal year include 
650 million dollars for civilian supplies for the prevention 
of starvation and disease in occupied areas. Expenditures 
on this account will continue in the fiscal year 1947. The 
war expenditures also cover the expenses of civilian ad- 
ministration in occupied areas. 

During the war 15 cents of each dollar of our war ex- 
penditures was for lend-lease aid. With lend-lease ter- 
minated, I expect the direct operations under this program 
to be substantially completed in the current fiscal year. The 
expenditures estimated for the fiscal wear 1947 under this 
program are mainly interagency reimbursements for past 
transactions. 

Relief and .rehabilitation expenditures are increasing. It 
is imperative that we give all necessary aid within our means 
to the people who have borne the ravages of war. I estimate 
that in the fiscal year 1946 expenditures for the United Na- 
tions Relief and Rehabilitation Administration will total 
1.3 billion dollars and in the following year 1.2 billion dol- 
lars. In so far as possible, procurement for this purpose 
will be from war supplies. 


(b) Authorizations for War and National Defense 

During the war, authorizations and appropriations had 
to be enacted well in advance of obligation and spending to 
afford ample time for planning of production by the pro- 
curement services and by industry. Thus our cumulative 
war program authorized in the period between July 1, 1940. 
and July 1, 1945, was $431,000,000,000, including net war 
commitments of government corporations. Expenditures 
against those authorizations totaled $290,000,000,000. This 
left $141,000,000,000 in unobligated authorizations and un- 
liquidated obligations. 

With the end of fighting, it became necessary to adjust 
war authorizations to the requirements of war liquidation 
and continuing national defense. Intensive review of the 
war authorizations by both the executive and the legislative 
branches has been continued since VJ-Day. As a result, the 
authorized war program is being brought more nearly into 
line with expenditures. 

RESCISSIONS AND AUTHORIZATIONS THROUGH THE 

FiscaAL YEAR 1946 

Readjusting the war program, as the Congress well knows, 

is not an easy task. Authorizations must not be too tight, 
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lest we hamper necessary operations; they must not be too 
ample, lest we lose control of spending. Last September | 
transmitted to the Congress recommendations on the basis 
of which the Congress voted H. R. 4407 to repeal 50.3 
billion dollars of appropriations and authorizations. | 
found it necessary to veto this bill because it was used as a 
vehicle for legislation that would impair the re-employment 
program. However, in order to preserve the fine work of 
the Congress on the rescissions, I asked the Director of the 
Bureau of the Budget to place the exact amounts indicated 
for repeal in a non-expendable reserve and to advise the 
departments and agencies accordingly. This has been done. 


Navy APPROPRIATIONS 


In accord with Public Law 132 of the Seventy-ninth 
Congress, I have transmitted recommendations for addi- 
tional fescissions for the current fiscal year of appropriations 
amounting to 5.8 billion dollars and of contract authoriza- 
tions totaling 420 million dollars. The net reduction in 
authority to obligate will be 5.0 billion dollars, because of 
the appropriations, 1.2 billion dollars will have to be re- 
stored in subsequent years to liquidate contract authoriza- 
tions still on the books. 

The appropriations recommended for repeal include 
2,827 million dollars for the Navy Department, 1,421 
million dollars for the War Department, 850 million dol- 
lars for lend-lease, 384 million dollars for the War Shipping 
Administration, and 260 million dollars for the United 
States Maritime Commission. The contract authorizations 
proposed for repeal are for the Maritime Commission. 

In addition, there are unused tonnage authorizations for 
construction of naval vessels now valued at 5.4 billion dol- 
lars. In September, 1945, I suggested that this authority be 
reviewed by the appropriate committees of the Congress, 
and the Congress has moved to bar construction under these 
authorizations during the remainder of the fiscal year 1946. 
I propose to continue this prohibition in the Navy budget 
estimates for the fiscal year 1947 and now renew my recom- 
mendation that legislation be enacted at the earliest time to 
clear the statute books of these authorizations. 


U.N. R. R.A. 


The amounts indicated for repeal in H. R. 4407 and the 
further rescissions which I have recommended, excluding 
duplications and deferred cash payments on existing authori- 
zations, represent a cut in the authorized war program of 
60.8 billion dollars. The war authorizations will also be re- 
duced 3.7 billion dollars by carrying receipts of revolving 
accounts to surplus, by lapses, and by cancellation and re- 
payment of commitments of the government war corpora- 
tions. 

On the other hand, supplemental appropriations of 600 
million dollars will be required for the United Nations Re- 
lief and Rehabilitation Administration. 

In the net, it is estimated that the cumulative authorized 
war and national defense program will amount to 368 
billion dollars on June 30, 1946. Expenditures of 49 billion 
dollars during the fiscal year 1946 will have pushed cumu- 
lative expenditures to 339 billion dollars. The unexpended 
balances will he down to 28 billion dollars on June 30, 1946. 

New authorizations for national defense and war liqui- 
dation in the fiscal year 1947—-The expenditures of 15 
billion dollars fer national defense and war liquidation in 
the fiscal year 1947 will be partly for payment of con 
tractua! obligations incurred in the past, and partly tor the 
payment of new obligations. The unexpended balances 
June 30. 1946, will be scattered among hundreds of 


arate appropriations. Thus, while some appropriation ac- 
counts will have unusual balances, others will require addi- 
tional appropriations. 

New SPENDING AHEAD 

It is estimated that authorizations to incur new obliga- 
tions of 11,772 million dollars will be needed during the 
fiscal year 1947, mainly for the War and Navy Depart- 
ments. Of the required authorizations, 11,365 million dol- 
lars will be in new appropriations, 400 million dollars in 
new contract authority, and 7 million in reappropriations 
of unobligated balances. In addition, appropriations of 825 
million dollars will be needed to liquidate obligations under 
existing contract authorizations. 

Taking into account the tentative authorizations and ex 
penditures estimated for the fiscal year 1947, and offsets of 
3 billion dollars in war commitments of government cor- 
porations, the cumulative authorized war and national de- 
fense program on June 30, 1947, will be 376 billion dol- 
lars; total expenditures, 354 billion dollars; and unexpended 
balances, 22 billion dollars. 

The 22 hillion dollars of unexpended balances tentatively 
indicated as of June 30, 1947, comprise both unobligated 
authorizations and unliquidated obligations. Most of the 
unliquidated obligations result from transactions booked 
during the war years. A large part of the 22 billion dol- 
lars would never be spent even if not repealed, for the ap- 
propriations will lapse in due course. For example, several 
billion dollars of these unliquidated obligations represent 
unsettled inter-and intra-departmental agency accounts for 
war procurement. Legislation is being requested to facilitate 
the adjustment of some of these inter-agency accounts. An- 
other 6 billion dollars is set aside for contract termination 
payments. If contract settlement costs continue in line with 
recent experience, it is likely that part of the 6 billion dol- 
lars will remain unspent. 

On the other hand, some of the 22 billion dollars would 
be available for obligation and expenditure unless im- 
pounded. In certain appropriations, such as those for long 
cycle procurement, considerable carry-over of unliquidated 
obligations into future years is to be expected and is neces- 
sary. However, substantial further rescissions can and 
should be made when the war liquidation program tapers 
off and budgetary requirements for national defense are 
clarified. As I have said, I shall continue to review the 
war authorizations and from time to time recommend excess 
balances for repeal. 

As in recent years, detailed recommendations concerning 
most appropriations for the national-defense program are 
postponed until the spring. In connection with the war 
activities of the United States Maritime Commission and 
certain other agencies, however, | now make specific recom- 
mendations for the fiscal year 1947. No additional authoriza 
tions or appropriations will be necessary for the Maritime 
Commission since sufficient balances will be left after the 
above-mentioned rescissions to carry out the program now 
contemplated for the fiscal year 1947. 


2. AFTERMATH oF War 


Nearly one-third—11 billion dollars—of estimated Fed- 
eral expenditures in the fiscal year 1947 will be for purposes 
that are largely inherited’ from the war—payments to vet 
erans, interest on the Federal debt and refunds of taxes. 


(a) For Veterans 
“Veterans’ pensions and benetits” has become one of the 
largest single categories in the Federal budvet. I an 


recommen ling for this purpose tot »| ppropriations of +787 
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on dollars for the fiscal year 1947. Expenditures in the 
al year are estimated, under present legislation, at 4,208 
illion dollars. These expenditures will help our veterans 
rough their readjustment period and provide lasting care 
those who were disabled. 
The Congress has provided unemployment allowances 
for veterans during their readjustment period. Expendi- 
ture of 850 million dollars for this purpose is anticipated 
for the fiscal year 1947. In addition, readjustment allow- 
inces for self-employed veterans are expected to cost 340 
nillion dollars in the fiscal year 1947. 

(Jn May 28, 1945, in asking Congress to raise the ceiling 
on benefits for civilian unemployed to not less than 25 dol- 
irs a week during the immediate reconversion period, I sug- 
rested that the Congress also consider liberalizing veterans’ 
illowances. Elsewhere in this 
recommendation with respect to 


message I reiterate my 
emergency unemployment 
recommend increasing veterans’ un- 
allowances from 20 dollars to 25 dollars a 
veek. ‘This would involve additional expenditures estimated 
approximately 220 million dollars for the fiscal year. 
Included in the 1947 budget is an expenditure of 535 


ompensation. I also 


employment 


we: 


nillion dollars for veterans’ education under provisions of 
the service men’s readjustment act. ‘This amount includes 
yoth tuition and maintenance allowances. It is 
‘xpected that half a million veterans will be enrolled in our 


schools and colleges during the year. 


ao ee i A 


expenses 


LOANS 


i CRA I BEMIS eet 


Phe ultimate benefit which veterans receive from the 
loan guarantee provisions of the service men’s readjustment 
ict depends largely on the success of our stabilizatien pro- 
vram in restraining building costs and real estate values. 
Under the revised procedure contained in recent amend- 
ments, the administrative workload will be minimized by 
the almost complete transfer of authority for approving the 
euarantees to private lending agencies and private appraisers 
designated by the Veterans Administration. ‘This authority 
arries with it the responsibility for restricting the guarantees 
to loans on reasonably valued properties. Costs of the pro- 
other than for administration, are estimated at 21 
million dollars in the fiscal vear 1947. 

Pensions for veterans will require expenditures estimated 
it 1,748 million dollars for the fiscal year 1947. “wo-thirds 
ot this amount will be received by veterans of the war which 
we have just won. This figure includes 55 million dollars 
it increased pensions for student-veterans in our vocational 
rehabilitation program. In addition, 170 million dollars 
will be expended in transters to the National Service Life 
Insurance Fund from general and special accounts. 

Expenditures under the appropriation for salaries and ex- 
penses of the Veterans Administration are estimated at 528 
million dollars in the fiscal vear 1947. This includes 260 
million dollars tor medical care and the operation of some 
103,000 hospital and domiciliary beds. 

A separate appropriation tor hospital and domiciliary 
tacilities, additional to the total for veterans’ pensions and 
benefits, covers construction that will provide some 13,000 
hospital beds as part of the 500-million-dollar hospital con- 
struction program already authorized by the Congress. The 
estimated expenditures of 130 million dollars for this pur- 
pose are classified in the budget as part of the general pub- 


viram, 


ic works program for the next fiscal year. 
b) Interest 


Interest payments on the public debt are estimated at 5 
dollars in the fiscal 1947, an increase of 250 
dollars the estimate tor the current 


' ] 
iilion 


i} llion 


\eal 


from revised 


jiscal year. This increase reflects chiefly payment of interest 
on additions to the debt this year. Assuming continuance 
of present interest rates, the government’s interest bill is 
now reaching the probable post-war level. 


(c) Refunds 


An estimated total of 1,585 million dollars of refunds will 
be paid to individuals and corporations during the fiscal 
vear of 1947. Slightly over half of this amount, or 800 
million dollars, will be accessory to the simplified pay-as- 
you-go method of tax collection, and will be the result of 
overwithholding and over-declaration of expected income. 
Most of the remainder will arise from loss and excess-profits 
credit carry-backs, recomputed amortization on war plants, 
and special relief from the excess-profits tax. 

This category of expenditures is thus losing gradually its 
“aftermath-of-war” character, and by the succeeding year 
will reflect almost entirely to normal operation of loss carry- 
backs and current tax collection. 


3. AGRICULTURAL PROGRAMS 


‘The agricultural programs contemplated for the fiscal 
year 1947 are those which are essential for the provision of 
an adequate supply of food and other agricultural commodi- 
ties with a fair return to American farmers. To support 
these objectives, expenditure by the Department of Agri- 
culture estimated at 784 million dollars from general and 
special accounts will be required in the fiscal year 1947. 
This compares with estimated expenditures of 676 million 
dollars in 1946. These figures exclude expenditures by the 
Department of Agriculture on account of lend-lease, the 
United Nations Relief and Rehabilitation Administration, and 
other war expenditures. The expenditure for the fiscal year 
1947 is composed of 553 million dollars for ‘aids to agri- 
culture,” 35 million dollars for general public works and 
196 million dollars for other services of the Department. 

Net outlays for the price stabilization, price support, and 
other programs of the Commodity Credit Corporation are 
expected to increase about 750 million dollars in the fiscal 
year 1946 to about 1,500 million dollars in 1947. Cash 
advances made on loans by the Farm Security Administra- 
tion and the Rural Electrification Administration are ex- 
pected to amount to 266 million dollars in the fiscal year 
1946 and 351 million dollars in 1947; and after receipts 
from principal and interest are taken into account, net loan 
expenditures of these two agencies will amount to 120 and 
209 million dollars in the two fiscal years. 

‘To provide for the expenditures from general and special 
accounts, | recommend for the fiscal year 1947 appropria- 
tions of 721 million dollars (including the existing perma- 
nent appropriation of an amount equal to 30 per cent of 
estimated annual receipts) and a reappropriation of 88 
million dollars of prior-year balances from customs receipts. 
In addition, there is a recommended authorization of 367.5 
million dollars for borrowing for the Reconstruction Finance 
Corporation for the loan programs of the Farm Security 
Administration and the Rural Electrification Administra- 
tion. It is expected that the operations of the Commodity 
Credit Corporation will be financed during the coming year 
through the 500 million dollars of lend-lease funds which 
the Congress has ear-marked for price support purposes, a 
supplemental appropriation to restore impaired capital of the 
corporation, and the borrowing authority of the Corpora- 
tion. 

Some detailed recommendations follow for major agricul- 
tural programs. 

Conservation and use of land.—l am recommending that 
270 million dollars be appropriated for “conservation and 
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use of agricultural land resources’”—the so-called A. A. A. 
program—for the fiscal year 1947, compared with 356 mil- 
lion dollars in the current year. This reduction of 86 
million dollars is in large part accounted for by elimination 
of the war-time flax production incentive project and other 
non-recurring items; the proposed reduction in normal 
activities is less than 33 million dollars. 

For the last several years, this program has consisted 
largely of payments to farmers for application of fertilizer 
and other approved soil management practices. | am con- 
vinced that farmers generally are now fully alert to the 
benefits, both immediate and long-term, which they derive 
from the practices encouraged by this program. I believe, 
therefore, that this subsidization should continue to be re- 
duced. 

Rural electrification.—It is proposed that the loan author- 
ization for the Rural Electrification Administration for the 
fiscal year 1947 be increased from 200 million dollars to 
250 million dollars. During the war period, R. E. A. was 
limited by the scarcity of materials and man power. But 
that situation is rapidly changing, and the R. E. A. program, 
which was materially stepped up for the fiscal year 1946, 
can be increased still more. It is my belief that a feasible 
and practical rural electrification program should be carried 
forward as rapidly as possible. This will involve total loans 
of approximately 1,800 million dollars over the next ten 
years, much of which will be repaid during that period. 

Other programs.—lIt is recommended that the continuing 
forest land-acquisition program be resumed at the rate of 
3 million dollars annually, which is about the minimum rate 
at which this program can be economically carried on. The 
lands involved in this program can contribute fully to the 
national welfare only when brought into the national forest 
system for protection and development. 

Such programs as those of the Farm Security Administra- 
tion and the Farm Credit Administration are estimated to 
be continued during the fiscal year 1947 at about the same 
level as in the fiscal year 1946. Recent action by the Con- 
gress has permitted some expansion of the school-lunch pro- 
gram. I hope it will be continued and expanded. The 
budget of the Federal Crop Insurance Corporation and the 
Federal Farm Mortgage Corporation will be transmitted in 
the spring under the terms of the government corporation 
control act. 


4. TRANSPORTATION 


Transportation is one of the major fields for both public 
and private investment. Our facilities for transportation 
and communication must be constantly improved to serve 
better the convenience of the public and to facilitate the 
sound growth and development of the whole economy. 

Federal capital outlays for transportation facilities are ex- 
pected to approximate 519 million dollars in the fiscal year 
1947. State and local governments may spend 400 million 
dollars. Private investment, over half of it by railways, 
may approach 1,150 million dollars. 

The Congress has already taken steps for the resumption 
of work on improvement of rivers and harbors and on the 
construction of new Federal-aid highways. Much needed 
work on airports can begin when the Congress enacts legis- 
lation now in conference between the two houses. 

The Federal expenditure estimates for the fiscal year 1947 
include 53 million dollars for new construction in rivers, 
harbors and the Panama Canal and 291 million dollars for 
highways and grade-crossing elimination, assuming that the 
states expend some 275 million dollars on the Federal-aid 
system. Additional expenditures for highways totaling 36 
million dollars are anticipated by the Forest Service, Na- 


















































tional Park Service and the Territory of Alaska. Civil air- 
ways and airports will involve expenditures of 35 million 
dollars under existing authority. Additional Federal ex- 
penditures exceeding 20 million dollars (to be matched by 
states and municipalities) may be made during the fiscal 
vear 1947 under the airport legislation now in conference 
between the two houses of the Congress. 


America’s PLACE IN SHIPPING 


The United States now controls almost two-thirds of the 
world’s merchant shipping, most of it government-owned, 
compared with little more than one-seventh of the world’s 
tonnage in 1939. ‘This places a heavy responsibility upon 
the nation to provide for speedy and efficient world com- 
merce as a contribution to general economic recovery. 

The estimates for the United States Maritime Commis- 
sion and War Shipping Administration provide for the 
transition of shipping operation from a war to a peace basis; 
the sale, chartering, or lay-up of much of the war-built fleet; 
and for a program of ship construction of some 84 million 
dollars in the fiscal year 1947 to round out the merchant 
fleet for peace-time use. 

Federal aids, subsidies, and regulatory controls for trans- 
portation should follow the general principle of benefiting 
the national economy as a whole. They should seek to im- 
prove the transportation system and increase its efficiency 
with resulting lower rates and superior service. Differential 
treatment which benefits one type of transportation to the 
detriment of another should be avoided save when it is 
demonstrated clearly to be in the public interest. 


5. Resource DEVELOPMENT 


Total capital outlays for resource development are esti- 
mated at 653 million dollars in the fiscal year 1947 as com 
pared with 452 million dollars in 1946. These include 
capital expenditures for resource development by other or- 
ganizational units in the Department of Agriculture which 
are also mentioned above under “agricultural programs.” 

The reclamation and flood control projects which I am 
recommending for the fiscal year 1947 will involve capita! 
outlays of approximately 319 million dollars as compared 
with 245 million dollars in the fiscal year 1946. These ex 
penditures cover programs of the Corps of Engineers, the 
Bureau of Reclamation, the Bureau of Indian Affairs, the 
Department of Agriculture and the International Boundary 
and Water Commission, United States and Mexico. <A 
number of these projects are multiple-purpose projects, pro 
viding not only for reclamation and irrigation of barren land 
and flood control, but also for the production of power 
needed for industrial development of the areas. 

Expenditures for power transmission and distribution 
facilities by the Bonneville Power Administration are ex- 
pected to increase from 12 million dollars in the fiscal year 
1946 to 15 million dollars in the next fiscal year. In addi- 
tion, the Southwestern Power Administration will under- 
take a new program involving expenditures of about 16 
million dollars in the fiscal year 1947. The Rural Electri- 
fication Administration will require expenditures during the 
current fiscal year estimated at 156 million dollars; in the 
fiscal year 1947, at 241 million dollars. 

The T. V. A. program includes completion of major 
multiple-purpose projects—navigation, flood control and 
power facilities—and additions to chemical plants and re- 
lated facilities. Expenditures for these capital improvement 
programs are estimated at 30 million dollars in the fiscal 
year 1946 and 39 million dollars in the fiscal year 1947. 

Expenditures for construction of roads and other devel- 
opmental works in the national forests, parks, and other 
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public lands, and for capital outlays for fish and wildlife 
development will increase from below 9 million dollars in 
the fiscal year 1946 to 24 million dollars in the fiscal year 
1947. 

6. SoctaL SECURITY AND HEALTH 

Benefit payments out of the Old-Age and Survivors Insur- 
ance Trust Fund during 1947 are estimated at 407 million 
dollars, while withdrawals by the states from the Unem- 
ployment Trust Fund for compensation payments are ex- 
pected to total 1 billion dollars. These disbursements are 
inanced out of social security contributions. 

The appropriations from general and special accounts for 
the social security program, which cover Federal administra- 
tive expenses and grants to states for assistance programs, 
are estimated at 593 million dollars for the fiscal year 1947, 
an increase of 57 million dollars over the current year. The 

anticipates greater administrative workload and 
grants to match increasing state payments. The 
security program not include all the Federal 
health services under existing legislation. For the other 
health classified under general government and 
national defense, appropriations are estimated at 102 mil- 
lion dollars for the fiscal year 1947, 

Some expansion in peace-time medical research and other 
programs of the Public Health Service is provided for in the 
appropriation estimates for these purposes totaling approxi- 
mately 87 million dollars for the fiscal year 1947 which are 
submitted under provisions of existing law. Part of this 
will be provided through the social security appropriations, 
the remainder through other appropriations. About 28 mil- 
lion dollars is recommended for maternity care and health 
services for children under existing law, mainly under the 
emergency provision for the wives and infants of service 
While we should avoid duplication of maternity and 
child health service which will be provided through the pro- 
posed general system of prepaid medical care, legislation is 
needed to supplement such services. For medical education, 
I have recommended legislation authorizing grants-in-aid to 
public and non-profit institutions. ‘The existing sources of 
support for medical require supplementation to 
sustain the expansion that is needed. 

Hospitals, sanitation works, and additional facilities at 
medical schools will be required for an adequate national 
health program. Legislation is now pending in the Con- 
eress to authorize grants for the construction of hospitals 
and health centers and grants and loans for water-pollution 
control. I hope the Congress will act favorably on generous 
authorizing legislation. 
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7. RESEARCH AND EDUCATION 


The budget provides for continuation and desirable ex- 
pansion of the research activities that are carried on through- 
out the Federal establishment and through previously 
authorized grants to the states. Additional appropriations 
will be required for the proposed central Federal research 
agency which I recommended last September 6. That 
agency will co-ordinate existing research activities and ad- 
minister funds for new research activities wherever they are 
needed: it will not itself conduct research. The plan con- 
templates expenditures through the new research agency of 
approximately 40 million dollars for the first year. 

These amounts are small in relation to the important con- 
tribution they can make to the national income, the welfare 
of our people, and the common defense. Expenditures must 
be limited for the time being by the capacity of research 
agencies to make wide use of funds. The maintenance of 
our position as a nation, however, will require more empha- 
sis on research expenditures in the future than in the past. 


Educational expenditures will require a significant share 
of the national income in the fiscal year 1947. State, local 
and private expenditures for the current support of ele- 
mentary, secondary and higher education are expected to be 
substantially above 3 billion dollars in that year. These non- 
Federal expenditures will be supplemented by Federal ex- 
penditures estimated at 625 million dollars in the present 
budget. Of this amount, the estimate for veterans’ educa- 
tion, as previously mentioned, is 535 million dollars. Other 
amounts include 21 million dollars for the support of voca- 
tional education in public schools, 5 million dollars for the 
land-grant colleges, 50 million dollars for the present school- 
lunch and milk program, 1 million dollars for the Office of 
Education, and approximately 13 million dollars for various 
other items. In view of the major policy issues which are 
still under study by the Congress and the Administration, 
no specific amount has been determined for the Federal 
grants, previously recommended in this message, which 
would assist the states generally in assuring more nearly 
equal opportunities for a good education. 

Nothwithstanding the urgent need for additional school and 
college buildings, careful planning will be required for the 
expenditures to be made under the proposed legislation to 
aid the states in providing educational facilities. A major 
share of the grants for the first year would be for survevs 
and plans. 


8. INTERNATIONAL FINANCIAL PROGRAMS 


I have already outlined the broad objectives of our for- 
eign economic policy. In the present section I shall indicate 
the Federal outlays which the execution of these programs 
may require in the fiscal years 1946 and 1947. 

(a) On the termination of lend-lease, the lend-lease 
countries were required to pay for goods in the lend-lease 
pipe line either in cash or by borrowing from the United 
States or by supplying goods and services to the United 
States. Credits for this purpose have already been extended 
to the Soviet Union, France, the Netherlands, and Belgium 
amounting to 675 million dollars. The settlement credit of 
650 million dollars to the United Kingdom includes an 
amount preliminarily fixed at 118 million dollars which 
represents the excess of purchases by the United Kingdom 
from the pipe line over goods and services supplied by the 
United Kingdom to the United States since VJ-Day and 
the balance of various claims by one government against the 
other. 

Credits are also being negotiated with lend-lease countries 
to finance the disposition of lend-lease inventories and instal- 
lations and property declared to be surplus. For instance, 
532 million dollars of the settlement credit to the United 
Kingdom is for this purpose. These credits will involve no 
new expenditures by this government, since they merely pro- 
vide for deferred repayment by other governments for goods 
and services which have been financed from war appropria- 
tions. 

Rev_ieF EXPENDITURES 


(b) Expenditures from the appropriations to United Na- 
tions Relief and Rehabilitation Administration, which were 
discussed under war expenditures above, are estimated to be 
1.3 billion dollars in the fiscal year 1946 and 1.2 billion 
dollars in the fiscal year 1947. 

(c) To assist other countries in the restoration of their 
economies the Export-Import Bank has already negotiated 
loans in the fiscal year 1946 amounting in total to about 
1,010 million dollars and an additional 195 million dollars 
will probably be committed shortly. The bank is also 
granting loans to carry out its original purpose of directly 
expanding the foreign trade of the United States. In this 
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connection the bank has established a fund of 100 million 
dollars to finance the export of cotton from the United 
States. The Export-Import Bank has thus loaned or com- 
mitted approximately 1,300 million dollars during the cur- 
rent fiscal year and it is expected that demands on its re- 
sources will increase in the last six months of the fiscal year 
1946. Requests for loans are constantly being received by 
the bank from countries desiring to secure goods and services 
in this country for the reconstruction or development of 
their economies. On July 31, 1945, the lending authority 
of the Export-Import Bank was increased to a total of 3,500 
million dollars. I anticipate that during the period covered 
by this budget the bank will reach this limit. The bulk of 
the expenditures from the loans already granted will fall in 
the fiscal year 1946 while the bulk of the expenditures from 
loans yet to be negotiated will fall in the fiscal year 1947. 
In view of the urgent need for the bank’s credit I may find 
it necessary to request a further increase in its lending 
authority at a later date. 


LoAN FoR ENGLAND 


(d) The proposed line of credit of 3,750 million dollars 
to the United Kingdom will be available up to the end of 
1951 and will be used to assist the United Kingdom in 
financing the deficit in its balance of payments during the 
transition period. The rate at which the United Kingdom 
will draw on the credit will depend on the rapidity with 
which it can reconvert its economy and adapt its trade to 
the post-war world. The anticipated rate of expenditure 
is likely to be heaviest during the next two years. 

(e) Since the Bretton Woods Agreements have now been 
approved by the required number of countries, both the 
International Monetary Fund and the International Bank 
for Reconstruction and Development will commence opera- 
tions during 1946. The organization of these institutions 
will undoubtedly take some time, and it is unlikely that their 
operations will reach any appreciable scale before the begin- 
ning of the fiscal year 1947. 

Of the 2,750 million dollars required for the fund, 1,800 
million dollars will be provided in cash or notes from the 
exchange stabilization fund established under the gold re- 
serve act of 1934. The remaining 950 million dollars will 
be paid initially in the form of non-interest-bearing notes 
issued by the Secretary of the Treasury. It is not anticipated 
that the fund will require in cash any of the 950 million 
dollars during the fiscal years 1946 and 1947. Consequently, 
no cash withdrawals from the Treasury will be required in 
connection with the fund in these years. 

The subscription to the bank amounts to 3,175 million 
dollars. Of this total, 2 per cent must be paid immediately 
and the bank is required to call a further 8 per cent of the 
subscription during its first year of operations. The balance 
of the subscription is payable when required by the bank 
either for direct lending or to make good its guarantees. It 
is likely that the United States will be required to pay 
little if any more than the initial 10 per cent before the end 
of the fiscal year 1947. 


9. GENERAL GOVERNMENT 


The responsibilities of the government, in both domestic 
and international affairs, have increased greatly in the past 
decade. Consequently, the government is larger than it was 
before the war, and its general operating costs are higher. 
We cannot shrink the government to pre-war dimensions un- 
less we slough off these new responsibilities—and we cannot 
do that without paying an excessive price in terms of our 
national welfare. We can, however, enhance its operating 


efficiency through improved organization. I expect to make 
such improvements under the authority of the reorganization 
act of 1945, 

The appropriations which | am recommending for general 
government for the fiscal year 1947 are $1,604,000,000 un- 
der existing legislation. This is an increase of $458,000,000 
over the total enacted appropriations for the current fiscal 
year, but a substantial part of this increase is due to the fact 
that the appropriations for the fiscal year 1946 were made 
prior to the general increase of employees’ salaries last 
July 1, for which allowance is made in the anticipated sup- 
plemental appropriations for 1946. The recommended total 
for 1947 for general government, like the estimates for na- 
tional defense and other specific programs, does not allow 
for the further salary increases for government employees 
which, I hope, will be authorized by pending legislation, but 
the tentative lump-sum estimates under proposed legislation 
contemplate that such salary increases will be effective almost 
at once. 


Risinc TREND NoTeD 


Expenditures for general government in the fiscal year 
1947 are expected to continue the slowly rising trend which 
began in 1943. This category includes a great variety of 
items—not merely the overhead costs of the government. 
It includes all the expenditures of the Cabinet departments, 
other than for national defense, aids to agriculture, general 
public works, and the social security program. It includes 
also expenditures of the legislative branch, the Judiciary, and 
many of the independent agencies of the executive branch. 
Consequently, the estimated increase in 1947 in the total 
of general government expenditures reflects a variety of in- 
fluences. 

Now included in general government are certain activities 
formerly classified under national defense. Some of these, 
such as certain functions of the former Foreign Economic 
Administration and the War Manpower Commission, are 
still needed during the period of reconversion; others are 
in the process of liquidation. A few war-time activities, for 
example, the international information and foreign intelli- 
gence services and some of the wartime programs for con- 
trolling disease and crime, have become part of our regular 
government establishment. Expenditures for these former 
war-time functions explain about 40 per cent of the increase 
in expenditures for general government. 

Other increases are for civil aeronautics promotion, the 
business and manufacturing censuses, and other expanded 
business services of the Department of Commerce which have 
been referred to above; the Forest and Soil Conservation 
Services and other activities of the Department of Agricul- 
ture; certain conservation activities of the Department of 
the Interior, and the collection of internal revenue in the 
Treasury Department. 

The necessity for re-establishing postal services curtailed 
during the war and advances in the rates of pay for postal 
employees have increased substantially the estimated expendi- 
tures for postal service for both the current and the next 
fiscal year. It is not expected that this increase will cause 
expenditures to exceed postal revenues in either year, al- 
though an excess of expenditures may occur in the fiscal 
year 1947 if salaries are increased further. 


SHARE IN U. N. A. Bupcer 


Expenditures for our share of the administrative budgets 
of the United Nations and other permanent international 
bodies will increase sharply in the fiscal year 1947, yet will 
remain a small part of our total budget. The budget for 
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the United Nations has not vet been determined ; an estimate 
contribution will be submitted later. Our contribu- 
the Food and Agriculture Organization, the Inter- 
national Labor Office, the Pan American Union and other 
similar international agencies will aggregate about $3,000,- 
000 for 1947. The administrative expenses 
of the I: Monetary Fund and the International 
Bank will be met from their general funds. 

We won a war—we, the nations of plain 
people who hate war. In the test of that war we found a 
streneth of unity that brought us through—a strength that 
crushed the power of those who sought by force to deny 
our faith in the dignity of man. 
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During this trial the voices of disunity among us were 
silent or were subdued to an occasional whine that warned 
us that thev were still among us. “Those voices are begin- 
ry aloud again. We must learn constantly to turn 
deaf ears to them. They are voices which foster fear and 
suSPICIONn and intolerance and hate. They seek to destroy 


ning to « 


our harmony, our understanding of each other, our 
American tradition of “live and let live.” They have be- 
come busy again, trying to set race against race, creed 
against creed, farmer against city dweller, worker against 
employer, people against their own government. They seek 
only to do us mischief. They must not prevail. 

It should be impossible for any man to contemplate with- 
out a sense of personal humility the tremendous events of 
the twelve months since the last annual message, the great 
tasks that confront us, the new and huge problems of the 
coming months and years. Yet these very things justify the 
deepest confidence in the future of this nation of free men 
and women. 

The plain people of this country found the courage and 
the strength, the self-discipline and the mutual respect to 
fight and to win, with the help of our allies, under God. I 
doubt if the tasks of the future are more difficult. But if 
they are, then I say that our strength and our knowledge 
and our understanding will be equal to those tasks. 


Foundations of a New World 


COOPERATION, UNDERSTANDING AND GOOD WILL 
By KING GEORGE VI of Great Britain 
Delivered at United Nations Banquet, London, England, January 9, 1946 


AMI very glad to extend a hearty welcome to the dele- 

gates of fifty countries to the General Assembly of the 

United Nations. It gives me particular pleasure that the 
first meeting of this great Assembly should be held in 
london. 

Our ancient capital, though almost every home in it bears 
the scars of war, remains a worthy setting for the momen- 
tous tasks with which you are entrusted. In the long course 
of our history no more important meeting has ever taken 
place within its boundaries. 

You will carry on your deliberations, so fateful for the 
future of humanity, within sight of our Parliament of West- 
minster. There the people of these islands, century after 
century, have sent their representatives, whose duty it has 
been to preserve their liberties and to secure the observance 
of the rule of law. 

By God's grace we have been able for a long period to 
enjoy both freedom and order; it is clear that neither can 
be preserved without the other. And now you have come 
here from the four quarters of the earth to seek these ends 
for all countries and all peoples. 

‘The vear 1945 brought the end of the sternest, most wide- 
spread and most dangerous conflict of all ages; it brought 
final victory over the enemies of the liberties of mankind. 
But that victory was won at a grievously heavy price; it 
has left, in its aftermath, a no less heavy responsibility of 
the victors, now joined together in this organization of the 
United Nations. It is, in fact, in your hands to make or mar 
the happiness of millions of your fellowmen, and of millions 
vet unborn. 

It is for you to lay the foundations of a new world. where 
such a conflict as that which lately brought our world to the 
verge of annihilation must never be repeated; where men 
and women can find opportunity to realize to the full the 
good that lies in each one of them. It is a noble work, and 
you have, in the Charter of the United Nations, a noble 
instrument. 

In your discussions in the General Assembly, of course, 
the major problem of security will claim much of your at- 


terition; but the establishment of the economic and social 
council, and of the trusteeship council, gives far-reaching 
opportunities for dealing with other issues of no less im- 
portance. Upon the former depends to a large extent the 
success of your work for security; while through the trustee- 
ship council peace-loving states can stimulate the extension 
of self-government to peoples all over the world. 


As for the Charter itself, it reaffirms our faith in the 
equal rights of men and women and of nations great and 
small, a recognition of a vital principle that our enemies 
tried in vain to overthrow. 

But the rights both of nations and individuals cannot exist 
and stand secure unless nations and individuals alike are 
members of an ordered society. Such rights can only be 
fully enjoyed when they are recognized as part of a common 
interest in which we all share. 


SACRIFICE Is NECESSARY 


Moreover, to every right belongs a corresponding duty; 
this cardinal point is rightly emphasized in the obligations 
assumed under the Charter, the splendid prizes now offered 
to mankind will not be won without effort and sacrifice. 

Clearly, the outstanding feature of membership of the 
United Nations is service—not a selfish defense of mere 
national interest but service to the whole community of 
nations. Here is the prime motive power which must in- 
spire all its actions and enable the approach to every difficulty 
to be made in the spirit of cooperation, understanding and 
good will. 

It is of good augury that this spirit has been shown in 
the discussions of the executive committee and the prepara- 
tory commission. We have started well. Machinery has 
been created appropriate to the grave problems now con- 
fronting you in the building up of a system of international 
security. 

This machinery enables you to harness to the service of 
mankind those new sources of energy which the genius of 
man has discovered; to take practical measures for mitigat- 
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ing and finally overcoming the hunger and desolation which 
the war has brought to so many millions of our fellow men; 
to increase and to make secure the economic and social wel- 
fare of all peoples; and to safeguard the rights of those who 
as yet are unable to look after themselves. 

But all these tasks cannot be accomplished at once, nor 
will they be accomplished at all unless we exercise compre- 


hension, patience and tolerance one with another. I pray 
that those qualities may be granted to us. For tonight we 
stand—and stand together—on the threshold of immense 
possibilities. 

Within the next few weeks you may determine whether 
that lifting of the darkness that brought us strength and 
hope in the year that is past is to be broadened into a true 
dawn, or whether the clouds are to descend once more 
upon a world that craves for light. If, at this first gather- 
ing of the first Assembly of the United Nations, you can 





succeed in spreading that light, history will record that no 
band of men and women ever did a nobler duty. 

It is a duty to which, without fear or hesitation, I pledge 
those for whom alone I am qualified to speak—my peoples 
of the British Commonwealth and Empire. They have 
fought through two great world wars from start to finish. 
Though hard beset, they did not fail mankind in its hour 
of deadliest peril, they will not fail it now. 

To you, their colleagues in the high task of peaceful re- 
construction, their neighbors in the world-community, | 
know that thev will give that loyal cooperation through 
which alone colleagues and neighbors can attain their com- 
mon ends. 

Gentlemen, | bid you the warmest of welcomes to Lon- 
don. I ask you to believe that you have my heartfelt good 
wishes for the success of the work which tomorrow with 
the eves of all humanity upon you, you will begin. 


An Era of Sacrifice 


SOVEREIGN EQUALITY OF ALL PROTECTED 
By EDUARDO ZULETA-ANGEL, of Colombia, South America, Temporary Chairman of the U.N.O. Assembly 
Delivered before the United Nations Assembly, London, England, January 10, 1946 


E’, TERMINED to save succeeding generations from 
the scourge of war, which twice in our lifetime 
has brought untold sorrow to mankind, and imbued 

with an abiding faith in freedom and justice, we have come 
to this British capital, which bears the deep impress of heroic 
majesty, to constitute the General Assembly of the United 
Nations and to make a genuine and sincere beginning in the 
application of the San Francisco Charter. 

That instrument having been freely and democratically 
debated, it has been unreservedly accepted by all in con- 
fident belief that the machinery set up under its provisions 
will prove adequate to the achievement of its historic pur- 
pose; in a word, the maintenance of peace and security by 
collective recourse, at need, to the use of land, sea and air 
forces, and the establishment, through cooperation in eco- 
nomic, social, educational and humanitarian fields, of those 
conditions of stability and well-being which will insure peace- 
ful and friendly relations based on the principle of equal 
rights and self-determination among the nations of the world. 

It is an arduous and difficult duty, but one which we can 
and must discharge without delay, for the whole world 
which waits upon our decisions rightly—yet with under- 
standable anxiety—looks to us now to master our problems 
and we cannot, with immunity, fail mankind again in the 
face of past sufferings, which have supervened upon the most 
terrible and devastating of wars. 

This we shall not do. An inner voice tells us that we can 
all lift up our hearts; that we can rise to the level of true 
understanding humanitarianism and bring to bear on, at 
least some of the problems of peace, the spirit of cooperation, 
the tenacity of purpose, self-sacrifice and technical effort 
which, when applied to the dramatic problems of war, led 
us to the splendid triumph of the democracies that has 
brought us together here. 

We knew that this is so from our memories of San Fran- 
cisco, where the gravest difficulties were overcome in an at- 
mosphere of good-will, lit up by the tragic glare of the 
European furnace. We feel it when we consider the ability 
shown and the harmony achieved by the Executive Com- 
mittee and by the Preparatory Commission in accomplish- 
ment of their task. It is manifest in the remarkable interest 
which the Great Powers have evinced and the invaluable 


help they have provided to insure the working of the United 
Nations Organization—an interest eloquently displayed, so 
far as the present Assembly is concerned, in the presence of 
delegates of the highest standing and of greatest eminence. 

It is evident above all in the determination which animates 
each one of us to fulfill the task, second to none in impor 
tance, nobility and grandeur, for there is no purpose to which 
leading statesmen can more worthily apply their intellect and 
will than that of maintaining the peace on the basis of full 
international cooperation and so alleviating the ills which 
beset mankind. 

To the achievement of this task, all of us, great and small, 
strong and weak, will give our unqualified and unhesitating 
support. 

The five great powers who, by virtue of Articles 24 and 
27 of the Charter, and by the very nature of things, will 
shoulder the chief responsibility for the maintenance of peace 
and security, will bring to bear not only the immense weight 
of their military, financial and industrial resources but some- 
thing more important, without which their very power would 
be nothing but the prelude to apocalyptic cataclysm. I mean 
good-will, divested of every shred of intrigue or trickery, 
and that spirit of cooperation which is so vital to maintain 
among them the harmony and unity which are the basic and 
unalterable foundations of the United Nations Organization. 

In signing the Charter, the other powers have already 
vielded up as their first contribution to this great undertak- 
ing a large part of that which they hold most dear and 
precious—their sovereignty. They made this sacrifice with 
deep emotion but without hesitation, realizing that here was 
the beginning of a new era in which their security would be 
collectively guaranteed by adequate and effective means and 
in which any violence or aggression against them would be 
ruthlessly put down. 

They have, however, another obligation to fulfill: that of 
joining their efforts in good faith and lofty spirit to main- 
tain harmony among the powers, knowing full well that any 
ill-advised action or policy likely to endanger their unity 
would be suicidal. 

In this Assembly, which to use a well-known phrase is 
the “town meeting of the world,” smaller powers will be 
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ible, year in and year out, to make their voices heard in as 
free and democratic atmosphere as that of San Francisco and 
I ~andon. 

We must not, however, lose sight of the fact the weight 
their voices will carry and the influence they will exert will 
depend less on the terms of the Charter on functions and 
luties of the Assembly than on wisdom, judgment, spirit 
‘f cooperation and the sense of justice by which it is guided 
nd inspired. 

Founded on reason and actuated by real love of peace and 
sankind, its pronouncements will command the attention 
ind respect of the Security Council, both for their intrinsic 
alue and as essential factors in shaping the Council’s de- 
isions, which will necessarily be more effective the more 

urately they reflect universal public opinion, freely, fully 


nd democratically expressed. 


Gentlemen: under Article 2 of the Charter, the organiza- 
tion is to be based on the principle of sovereign equality of 
all its members; and this is not inconsistent with the self- 
evident fact that those nations which bear the chief respon- 
sibility for the maintenance of peace are those who have the 
greatest resources for the purpose. 

That this principle is not a dead letter in the Charter, 
and that it is not robbed of its force by the acknowledgment 
of this elementary truth, is evident by the fact, which may 
have occasioned some surprise, that the unique privilege of 
opening this Assembly of the United Nations, comprising so 
many eminent personalities, has fallen to an obscure delegate 
of a small Spanish-American republic which has no preten- 
sions to military force or economic power, but which is none 
the less proud of its legal structure, its democratic organiza- 
tion and its love of freedom. 


Common Interests Far Outweigh 
Conflicting Interests 


NATIONS CANNOT LIVE WITH THEMSELVES ALONE 


By JAMES F. BYRNES 


E have met today to consider the report of the 
preparatory commission. This report is the result 
of painstaking and devoted labor by the delegates 
on the executive committee and the preparatory commission. 

This preparatory work has made it possible for the 
United Nations to begin its work at the very start of the 
first year of peace after six successive vears of devastating 
war and less than five months after the surrender of Japan. 

For this prompt beginning, the world owes an immeas- 
urable debt to many who are not here today. We are par- 
ticularly indebted to Franklin Delano Roosevelt, Winston 
Churchill and Joseph Stalin. 

It was they who four years ago this month at one of the 
darkest moments of the war joined with their allies to pro- 
claim the United Nations declaration. Even as they exerted 
every effort to mobilize and unite at that late and critical 
moment the forces of freedom for survival, they knew that 
military survival, military victory was not enough. 

The vision of those nations, large and small, which joined 
n the United Nations declaration was not restricted to a 
wartime alliance. Their determination was to bind to- 
gether in peace the free nations of the world so that never 
again would they find themselves isolated in the face of 
tyranny and aggression. Their resolve was to see that 
nilitary victory was not a mere armistice to allow time for 
aggressor nations to choose their victims and enslave them 
one by one. 

The purpose of these nations which united in the defense 
ot their freedom was not to escape but to face the realities 
of the world in which we live. Thev recognized as the 
peace-loving nations failed to recognize after the last wat 
that in this modern world nations, like individuals, cannot 
live with themselves alone. 

They realized the lives and treasure which might have 
been saved it the free nations of the world had heeded in 
rime the pr ictical idealism of Woodrow Wilson, Lord Rob 
ert Cecil, Aristide Briand and Maxim Litvinov. 


They realized the lives and treasure which might 
have been saved it the tree nations of the world had united 
tO preserve ft peace before the peace of anv of them was 


, U. 8. Secretary of State 
Delivered before the United Nations Assembly, London, England, January 14, 1946 





broken instead of waiting until aggression had engulfed the 
whole world in flames and compelled them to unite or 
perish, 

So the nations which were compelled to unite in a war 
for survival resolved even before victory was attained that 
they would take steps to preserve a free and a united world. 
They resolved to keep faith with the millions who were 
fighting and dying to give the world the chance which it so 
tragically missed after the first world war. 

At Moscow, in 1943, a start was made by Mr. Hull, Mr. 
Molotov and Mr. Eden. On that occasion a pledge was 
undertaken by the United States, the United Kingdom and 
the Soviet Union in which China joined to work for the 
creation of an effective international organization. Then 
came the Dumbarton Oaks proposals, the Yalta decision to 
call the San Francisco Conference and finally the United 
Nations Charter which fifty-one nations joined in writing. 

The charter is now part of the law of nations. It has 
been ratified by all the countries which are represented here. 
The preparatory work has been completed. The assembly 
of the United Nations is no longer a plan on paper. It is 
a living reality—the representatives are here in this hall. 
The Security Council and the Economic and Social Council 
have been elected. 

The functioning of the United Nations will depend not 
merely upon the words of its charter or the rules or pro- 
cedures we adopt here or upon the individuals we elect to 
hold office. It will depend upon the support it receives from 
the governments and the peoples of the nations which have 
created it and which must sustain it. 

If the United Nations lives in the minds and the hearts 
of our peoples, it will be able to adapt itself to the changing 
needs of a changing world and it will endure. If it lacks 
broad popular support, no charter, however perfect, will 
save it. 

1 believe the United Nations will live. I believe it be 
cause it springs from the impelling necessities of the age in 
which we live. It has been born out of the indescribable 
pain and suffering of many peoples in many lands. 


It must live because in this atomic age the commen inter 
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ests which should unite free nations in maintaining a 
friendly, peaceful world far outweigh any possible conflict 
in interest which might divide them. 

The United Nations does not threaten any people. It 
comes into conflict with no real or vital interest of any of its 
members. 

It is not interest, it is fear ‘and suspicion which in turn 
breed fear and suspicion that cast a shadow upon the path 
of peace, 

As the late President Roosevelt said “we have nothing to 
fear but fear itself.” We must dedicate ourselves to the 
task of exposing and eliminating blind and unreasoning fears 
and the unnecessary difficulties which they create. 

Nothing can help dispel fear and suspicion so much as 
cooperation in common tasks and common problems. The 
opportunities afforded for working together within the 
United Nations can help to break down habits of thinking 
in national isolation and go far to bring about understand- 
ing and tolerance. 

The United Nations is not a mere pact among its mem- 
bers—it is an institution or a series of institutions capable 
of life and growth. 

Let us use the institutions that we have created to help 
one another rebuild a shattered world in which there can 
be real security. Let us not be unduly concerned about pos- 
sible shortcomings of the charter before we have even tried 
to operate under it. 

No charter that must be acceptable to all of us can be 
regarded as perfect by any one of us. But it is a great 
tribute to the framers of the charter that it has been ac- 
cepted by all the United Nations, large and small. 

It is argued that the great states may abuse the rights 
given them under the charter. There are risks in any hu- 
man undertaking. But I have confidence that the great 
states will respect their obligations. As President Truman 
stated in his opening address at the San Francisco conference: 

“While these great states have a special responsibility to 
enforce the peace, their responsibility is based upon the obli- 
gations resting upon all states large and small not to use 
force in international relations except in the defense of law. 
The responsibility of great states is to serve and not to 
dominate the world.” 

Great states as well as small states must come to view 
their power as a sacred trust to be exercised not for selfish 
purposes but for the good of all peoples. 

If the United Nations becomes a working institution with 
broad popular support devoted to the development of peace, 
security and human well-being, whatever defects there may 
be in its lettered provisions will not be beyond practical 


remedy. Institutions that come to live in the minds and 
hearts of the people somehow manage to meet every Crisis. 

But I offer a word of warning. Let us not expect feats 
of magic over night from the institutions we have created. 
Let us beware of the die-hard enthusiasts as well as the die- 
hard unbelievers. Let us not think that we can give over 
any and every problem to the United Nations and expect it 
to be solved. Let us avoid casting excessive burdens upon 
the institutions of the United Nations, especially in its in- 
fancy. 

I recall to you the clear provisions of the charter which 
obligate member nations to make every effort to settle their 
disputes by peaceful means of their own choice before call- 
ing upon the United Nations to intervene. The primary 
responsibility of the United Nations is to build a lasting 
system of peace and security capable of meeting the stresses 
and strains of the future and to promote through more 
effective international cooperation the economic and _ social 
well-being of the peoples of the world. 

In the months ahead, we must concentrate upon these 
tasks. We have first to provide the Security Council with 
the force it needs to maintain peace. This must be done 
by special agreements which remain to be worked out be 
tween the Security Council and the member states. We 
should begin upon this task immediately. 

We have another task of transcending importance. The 
establishment of a commission to deal with the problems 
raised by the discovery of atomic energy is inseparably 
linked with the problem of security. It is a matter of 
primary concern to all nations. We must not fail to devise 
the safeguards necessary to ensure that this great discovery 
is used for human welfare and not for more deadly human 
warfare. 

I hope that this assembly will approve promptly the reso- 
lution proposed by my government in association with the 
United Kingdom, the Soviet Union, China, France and 
Canada so that this commision may begin its work without 
delay. 

The United Nations must be a cooperative effort upon 
the part of all peace-loving nations. Our fighting men have 
given us this opportunity. A great responsibility now rests 
upon all of us. Upon the meeting of that responsibility de- 
pends the future of civilized humanity. 

Twenty-five years ago we in the United States were not 
fully aware of our responsibility. But with others, we have 
learned from experience. This time both the United States 
and its people are deeply conscious of their responsibility. 
This time on their behalf, I pledge full and whole-hearted 
cooperation. 


A Common Endeavor 


HUMAN RIGHTS FUNDAMENTAL 
By CLEMENT R. ATTLEE, Prime Minister of Great Britain 
Delivered before the United Nations Assembly, London, England, January 10, 19406 


have the honor today of welcoming to London this 

great Assembly of delegates of the United Nations. | 

would like in the first place to thank you, Mr. Presi- 
dent, for your speech and also to place on the record the 
appreciation which I am sure we all feel for the successful 
manner in which you have carried out the arduous and im- 
portant duties of the President of the Preparatory Com- 
mission. 

t 


I know well from my colleagues how much that commis 


sion has owed to your guidance. Without your sense otf 


business, readiness to accept responsibility, and the influence 


which you have exerted on your colleagues, we might not 
have been able to meet at this time with a procedure and 
program ready to hand. 

{ hope the proceedings of this conference will be animated 
by the same sense of urgency, the same practical spirit and 
the same cooperative atmosphere as has characterized the 
vork of the Preparatory Commission. 
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that great Questions 
but at the 


liation and 


were debated treely, even 
same time there was a lively spirit 
good-will which led eventually to almost 
plete unanimity. I have said we welcome here in 
don, and it our endeavor to make feel at 
ne int our capital city, so you may freely 
as if you were meeting in some special territory 

nder international control. 
We shall best to make 
the limit of our means. We wish we could do more, 
that all of you in the course of your stay will 
anything lacking in your entertainment is not 
absence of good-will, but to the effect of the 
ce of our enemies wreaked upon this ancient city. Evi- 

e of this you will see around you. 

_ night we listened to an inspiring speech by His Maj- 
- King in which he set before us in a tew words the 
ire of the task which we have to accomplish, the vital 
ortance of the issues at stake and the keen desire of all 
sions of the British Commonwealth for whom he spoke 
‘o make this first meeting of the UNO a complete success. 
| had the privilege of taking part in the discussions at 
san Francisco from which was evolved the Charter of the 
| nited Nations. The initiation of these discussions while 
ir enemies were still in the field against us was at once an 

t of faith in our victory and an acknowledgment of the 
for which we were fighting. 

lhe purposes and principles set down in the preamble and 
n un article of the Charter have the whole-hearted support 
t His Majesty’s Government and, | believe, of the whole 
it the people of this country, to whatever political party 
they belong. 

\Ve realize that, as perhaps never before, a choice is of- 
tered to mankind. ‘lwice in my lifetime a war has brought 
ntold sorrow to mankind. Should there be a third World 
MW ar, the long upward progress toward civilization may be 

ialted for generations and the work of myriads of men and 
women through the centuries be brought to nought. 

lhe preamble to the Charter of the United Nations ad- 
tirably sets out the ideals for which men and women laid 
down their lives during the war. But the affirmation of 
principles is easy; the translation into action and the making 
of a working reality out of an ideal is very difficult. 

In the stress and strain of war it is possible to fuse an ideal 
aim with practical effort. When in the summer of 1940 
this country was left open to imminent danger of invasion, 
the whole ot the people were animated by one single aim, 
and that aim was immediately translated into action. Every 
nan and woman leaped forward to serve wherever needed 
and the strength of that purpose endured through five years 
of war. 

Luring those five 
the struggle, 


! 
lately, 


you 
will be you 
speak as 
1 trankly 
do our your stay here pleasant 
] iim sure 
7¢ that 


e to any 


{tise 


years, as nation after nation joined 

efforts of the fighting forces, of workers be- 
hind the line, of resistance movements, were all coordinated 
and directed to the single purpose of victory. Private in- 
terests and individual national aspirations were sunk in com- 
non endeavor. 

Now, today, when victory has crowned our arms, we have 
to bring to the task of creating permanent conditions of peace 
the same sense of urgency, the same self-sacrifice and the 
ame willingness to subordinate sectional interest to the com- 
mon good as brought us through the crisis of war. We must 
all, therefore, approach our work with the realization of 
ts outstanding and vital import ince, 

‘The United Nations organization must become the over- 
riding factor in foreign policy. After the First World War 

iere was a tendency to regard the League of Nations as 


mnething outside the ordinary range of foreign policy. Gov- 


ernments continued on old lines, pursuing individual aims 
and tollowing the path of power politics, not understanding 
that the world had passed through a new epoch. 

In just such a spirit in times past in these islands 
nobles and their retainers used to practice private war in 
disregard to the authority of central government. ‘The time 
came when private armies were abolished and when the rule 
ot law was established throughout the length and breadth of 
this island. What has been done in Britain and other coun- 

ries on a small stage has now to be effected throughout the 
whole world. 

We must all now, today, recognize the truth proclaimed 
by the Foreign Minister of the U.S.S.R. at (Geneva—" Peace 
is indivisible.” Looking back on past years, we can trace the 
origins of the late war to acts of aggression, 
otf which was not realized at the time. 

Failure to deal with the Japanese adventure in the kar 
ast, and with acts of aggression of the Fascist rulers of 
(jermany and Italy, led inevitably to a breakdown of the 
rule of law and the Second World War. In the last tive 
vears the aggression of Hitler in Europe drew eventually 
into a contest of men from all continents and from the is- 
lands of the sea. It should make us all realize that the wel- 
fare of every one of us is bound up with the welfare of the 
world as a whole, and that we are all members, 
another, 

Ll am glad that the Charter of the United Nations does 
not deal only with governments and states, or with politics 
and war, but with the simple, elemental needs of human be- 
ings, whatever their color or their creed. 

In the Charter, we reaffirm our faith in tundamental 
human rights. We see the freedom of the individual in the 
state as an essential complement to the freedom of the state 
in the world community of nations. We stress, too, that 
social justice and the best possible standards of life for all 
are essential factors in promoting and maintaining the peace 
of the world. 

I have said that the solution of the problem of peace from 
war is urgent and vital as never before. We, perhaps, in 
these islands which were for so long immune from attack 
behind the barrier of the sea, feel more than any others that 
we are living in a new age. 

The development of powerful weapons of destruction op- 
erating from distant bases has destroyed the illusion of isola- 
tionism. The coming of the atomic bomb was only the last 
of a series of warnings to mankind that, unless the powers 
of destruction could be controlled, immense ruin and almost 
annihilation would be the lot of the most highly civilized 
portions of mankind. 

I welcome therefore the decision to remit the whole prob- 
lem of the control of atomic energy to a commission of the 
United Nations Organization. In this discovery we can see 
set clearly before us in tangible form the question that faces 
the modern world. 

Here is an invention fraught with immense possibilities, 
on the one hand, of danger and, on the other, of advantage 
to the human race. It is for the peoples of the world, through 
their representatives, to make their choice between lite and 
death. 

| hope and believe that every delegate who is here today 
has come, not only in a spirit of determination, but in a 
spirit of hope. We have always with us skeptics and pes- 
simists who will tell us that there always has been war and 
that there always will be war, who point to the failure of 
the League of Nations as a reason for skepticism as to the 
success of the United Nations Organization. But the prog- 
ress of civilization has been one of continual failure and of 
learning by experience. 
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‘To take an example, the history of the trade union move- 
ment is marked by failure after failure. After every defeat 
the skeptics and the timorous said, “You cannot get workers 
to combine, the self-interest of the individual is too strong,” 
but eventually unity was achieved. 

I have intense faith that we will make the United Na- 
tions Organization a success. We have learned from past 
mistakes. The old League of Nations suffered from many 
disabilities, most of all perhaps that two great nations, the 
United States of America and the Union of Soviet Socialist 
Republics, were not present in its formative stages. 

‘Today as never before the world is united. Further, the 
Constitution of the new organization is essentially realist in 
that it provides for the satisfaction of force to support the 
rule of law. 

| think too, that at the present time ordinary men and 
women in every nation have a greater realization of what 
is at stake. To make this organization a living reality we 
must enlist the support not only of governments, but of the 
masses of people throughout the world. They must under- 
stand that we are building a defense for the common people. 

In the purposes of the United Nations Organization we 
have linked with the achievement of freedom from fear the 
delivery of mankind from the peril of want. To the indi- 
vidual citizen the spectre of economic insecurity is more con- 
stant, more imminent, than the shadow of war. Every indi- 


vidual can be brought to realize that things that are discussed 
in conference here are the concern of all and affect the home 
lite of every man, woman and child. 

Without social justice and security there is no real foun- 
dation for peace, for it is among the socially disinherited and 
those who have nothing to lose that the gangster and ag- 
gressor recruit their supporters. 

I believe, therefore, that, important as is the work of the 
Security Council, no less vital is it to make the Economic 
and Social Council an effective international instrument. A 
police force is a necessary part of a civilized community, but 
the greater the social security and contentment of the popu- 
lation, the less important is the police force. 

Finally, let us be clear as to what is our ultimate aim. 
It is not just the negation of war, but the creation of a 
world of security and freedom, of a world which is governed 
by justice and the moral law. We desire to assert the pre- 
eminence of right over might and general good against selfish 
and sectional aims. 

We who are gathered here today in this ancient home 
of liberty and order are able to meet together because thou- 
sands of brave men and women have suffered and died that 
we may live. It is for us today, bearing in mind the great 
sacrifices that have been made, to prove ourselves no less 
courageous in approaching our great task, no less patient, no 
less self-sacrificing. We must and will succeed. 


e e 
New Frontiers for Industrial Management 
WE MUST SUBSTITUTE A TEAM SPIRIT FOR A “VERSUS” COMPLEX 
By ARTHUR A. HOOD, Director of Dealer Relations, Johns-Manville Corporation, New York City, N. Y. 


Delivered before the American Business Policy Conference of the Economic and Business Foundation, 
Youngstown, Ohio, December 13, 1945 


(The term “Management” herein is used in its broadest 
sense to include management of enterprise—individual or 
group—, companies or unions, and manpower, machinery, 
money and materials). 


NE of the characteristics of man is his unwillingness 
to accept the repeated lessons of history. After each 
major War, humanity invariably longs to go back to 

normalcy—to the good old days of peace! 

History has demonstrated, time after time, that we can 
never go back no matter how hard we try. Not only is 
change inevitable, but War invariably steps up the process 
and widens the scope of change. In many respects, the basic 
changes wrought by World War No. II are more profound 
than any in the records of history. 

Accordingly, it is more vital than ever before that our 
leadership appraises the new conditions, scans the new hori- 
zons and explores the new frontiers. We must get at grips 
with the reality of ten new facts which alter the entire 
framework in which our national economy functions: 


First—A Peace that is not a Peace—While we may be 
demobilizing, fighting has not stopped in the world and 
probably will not stop until the two fundamentally opposed 
ideologies of Democracy and the Totalitarian State find a 
way to work together in the world economy. 

Second—The fact of Full Employment—Our people have 
experienced full employment at high wages—often doubled 
or tripled family incomes. They like the taste of it. In many 
cases it tastes sweeter than freedom did without it. 


Third—Our 3 Hundred Billion Dollar Public Debt— 


Before the aftermath of War is settled, our public obliga- 
tions will probably even exceed this total. 

Fourth—The People's Savings and cash on hand—Genera- 
tions of accumulation of savings and money have been 
doubled in total in the short space of four years. The credit 
potential and inflationary pressure in this structure is tre- 
mendous. 


Fifth—A new understanding of the penalty of Depressions 
—Measured against the experience of full employment our 
people have seen that the losses in potential production be- 
tween the years 1930 and 1940, caused by disemployment 
and unemployment, totalled more than 5 hundred billions of 
dollars. It has been shown that even War is not the greatest 
waster—that the wasted idle manpower in one decade would 
have paid our cost of the War with 2 hundred billions left 
over in terms of production. 


Sixth—A new Declaration of Human Rights—The Pre- 
amble to the so-called Full Employment Bill, which the 
Senate passed by a vote of 88 to 2, reads as follows: “All 
Americans able to work and desiring to work, have the right 
and opportunity to useful, remunerative, regular and full- 
time employment.” In retrospect, history may find this docu- 
ment as significant to civilization as the Magna Charta. The 
commitment implied here means the provision of a job by 
private enterprise or by government, within a reasonable 
— of time, for anyone seeking and legally entitled to 
work, 


Seventh—The Totality of our Interdependence—In this 
electronic age of invention, specialization and diversification, 
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no individual can barter his personal production directly for 
the necessities of life. Each of us is completely dependent on 
others and all of us are completely interdependent in our 
present economy. 


Fighth—T he tremendous significance of Nuclear Fission— 
While this is not fractionally understood, we have learned 
enough to know that man has been given the choice between 
destroying himself or learning to cooperate. 


Ninth—Annihilation of Distance—No spot on earth is 
now over 42 hours travel from another. A B-29 the other 
day flew 9 thousand miles in less time than it took our grand- 
fathers to go from New York to Washington. 


Tenth—The World Wide Swing to the Left—This has 
heen named by others, “The Revolt of the Masses”; it is the 
shadow of what is called: “Communism” creeping across the 
continents of Europe and Asia. 


New 


How can industrial management adjust its thinking, plan- 
ning and action to these new economic, social and political 
realities and still perpetuate free competitive enterprise and 
the American way of life? 


HorIZONS FOR LEADERSHIP 


An easy to state answer to this question is that enterprise 
and management can organize to give our people what they 
want in this new economic environment. 

Out ot the welter of these great new conflicting forces 
s coming a gradual crystallization of what people really 
want in this new world. The American people want, expect 
wid demand five benefits from those who manage the future 
economy : 


(1) Job opportunity with freedom of choice as to type 
of work. 
Reasonable security, as exemplified in the demand 
for an annual wage and old age benefits. 
Ever rising standards of material and cultural living 
in proportion to the individual’s effort to earn them. 
(4) A fair and equitable division of the joint production 
of capital, labor and management. 
(5) ‘To be treated decently by others and to treat others 
dec ently. 


it appears that management must provide these minimums 
under a Democracy and the free competitive enterprise sys- 
tem or the people will vote their own and their leaders 
treedoms away. 

Yes, Democracy vote itself into a_ state-controlled 
economy and it will not require the passage of many more 
laws to translate our mixed 
control. 


can 


economy into totalitarian 


APPRAISING THE TASK 


There are at least 10 major obstacles faced by industrial 
management in meeting these five major demands of the 
people: 


I—The Historic Depression Cycle—Management is still 
thinking traditionally in terms of the inevitability of a peri- 
odical cyclical depression in the economy. ‘The very fact 
that management accepts periodic depressions as inevitable 
tends to preclude the possibility of eliminating serious de- 
pressions. 

If the people want an ever increasing standard of living 
and if a great majority of them are willing to work to pro- 
duce it, it would appear that management might throw tra- 
dition to the winds and deliberately and courageously plan 
for a depressionless future. 


Again, it is easy to state the formula for the accomplish- 
ment. It involves the continuous sale at a profit into ulti- 
mate consumption or use of the complete output of full 


employment; but this concept sets up a series of further 
obstacles. 


I]—The enormous volume we will have to sell—In one of 
our War years our tonnage production reached a total of 
247% over the 1935 to ’39 level, and this with 12 million 
of our best workers engaged in non-productive effort. Even 
doubled prewar tonnage of consumer goods in the coming 
years will not provide full employment. The selling job is 
appalling. At the point of ultimate consumption or use of 
the products of total production we must more than double 
our prewar sales volume. 


An analysis of this task brings up more hurdles. 


I]1I—The loss of a Hundred Billion Dollar Customer— 
When we were producing 247% of previous records, one 
customer—the United States Government—was taking more 
than half of our output under a formula that required no 
selling whatever. 

With government cancellations and stoppages, we are cur- 
rently experiencing the most rapid disappearance of markets 
in the history of business) We must substitute millions 
upon millions of sales to millions upon millions of individu- 
als for government orders, and do it without deficit financing, 
if we are to sustain both “full” employment and _ private 
enterprise. 

This puts us in grave danger of: 


IV —Dangerously accumulating Unsold Inventories—Ex- 
cessive inventory accumulations—or the fear of them—is the 
primary cause of dis-employment. Once layoffs, generating 
in unsold inventories, get started in basic industries, they 
spread like a contagious disease. When we shut down pro- 
duction and dismiss employees because of excessive inventory 
accumulations, we destroy the purchasing power to consume 
other inventories, causing further layoffs in a deadly spiral. 

We have had depressions in part because our marketing 
facilities have always failed us at sorne point in the distribu- 
tive chain into ultimate consumption or use. Inventory ac- 
cumulations can be just as disastrous at retail and wholesale 
levels as in manufacturers storehouses. Management must 
plead guilty to past inadequacies in the field of market 
analysis, sales forecasting, budgeting, pricing, sales and 
credit techniques. 

Inventory accumulations, however, may arise from a cause 
which constitutes another basic problem— 


V—The fickleness of the Consumer—It is a sad but true 
paradox that freedom of choice of the buyer is a specific 
handicap to his freedom of opportunity and security. When 
the consumer decides whether to buy or not, when to buy, 
where to buy, what to buy and how much to buy, he makes 
or breaks industries and causes unemployment or dis-em- 
ployment. Our tremendous savings, our enormous purchas- 
ing power, our huge credit potential all lose their effective- 
ness if it suits the public fancy to withhold its purchasing 
favor from industry. 

Another disagreeable but true paradox is that when we 
hang on to our money to guard against a rainy day we hasten 
the coming of that very day. If there is sufficient preference 
for cash on hand over its expenditure or investment, nothing 
can prevent a depression. Paul Hoffman stated the case 
succinctly when he said, “the unwillingness to buy soon be- 
comes the inability to buy”. 

Inventory accumulations, however, present another prob- 
lem— 
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VI—Increased competition and Shrinking Gross Margins— 
One of the economic laws is that the more you have of a 
thing the more difficult it is to sell at a maximum profit. 
The greater the volume of production, the more pressure 
there is on the price. The greater the pressure on the price, 
the more deadly the competition. The more intensive the 
competition, the lower the gross profit. | When the post- 
war market hits its production stride we will face the 
greatest competitive dogfight in the history of American 
business. In the competition for retail outlets and the 
jockeying for distributive preference, there are already evi- 
dences of a breakdown in traditional distributive channels. 
The gross profit honeymoon is over, management is facing 
shrinking margins of both gross and net profit per dollar of 
sales. 
This situation uncovers the seventh problem— 


VII—Inadequate Sales Organization and Personnel—Our 
sales organizations are badly depleted from raw materials 
selling clear through the production and distributive chain 
to sales into consumption and use. Existing personnel are 
somewhat spoiled by five years of a sellers market. The 
attitude toward selling as a profession is deplorable. <A 
totally inadequate number of returning veterans are seeking 
the field of salesmanship and distribution. People do not 
like selling, and they do not want to sell. Adequate com- 
pensation schedules and incentives have not been set up for 
salesmen, particularly for the most important sales job: that 
of retail selling to the ultimate consumer. 

However, in other fields than distribution there are three 
more handicaps which infinitely complicate management’s 
problems— 


VIII—Warfare on the Home Front—There seems to be an 
inherent truculence, belligerency, pugnacity and general can- 
tankerousness in human nature, and more particularly among 
Americans, which has given us what someone has called a 
“versus” complex. This has resulted in headlines like, 
“Capital vs. Labor” —‘“‘Management vs. Employees” — 
“Government vs. Business,” etc. These hates are being 
fanned by self seeking demagogues. Our great classes and 
groups have never found a way to work together harmoni- 
ously—to fairly divide the joint production; to find a strategy 
whereby Business, Agriculture, Labor and Government can 
lie peacefully in the same bed! Resentments in the sense of 
being abused by the other fellow rankle and burn in the 
minds of opposing groups like a chain reaction which builds 
up into explosive antagonisms. The customary relief valve 
in the situation is to resort to legislative action, but this leads 
to further loss of freedom. 


IX—A General lack of understanding of how our Interde- 
pendent Economy Works—This economic illiteracy is 
found among all classes and groups. False premises, slogans 
and motivations are a part of the daily grind of Labor, 
Management and Government. No one has come up with 
an adequate explanation of the cause and cure of depressions. 
We have not even provided an accurate definition of the 
Free Private Competitive Enterprise System. 

In spite of the totality of our interdependence and the 
actuality of a mixed economy, we cling to the shibboleths 
and slogans of “individual freedom” and “free economy”. 
Rugged individualism like isolationism is dying hard. 
“Every man for himself and the devil take the hindmost” 
is still prevalent in much of our thinking. Time was, al- 
most up to the turn of the century, when Americans had the 
economic background for individual independence; when the 
majority of families either produced or were able to barter 
directly for the necessities of life. 


In the last century we have developed a specialized pro- 
duction of a million patents. Our independence has shrunk 
proportionately. There is much confusion over terms. We 
talk and act as though the struggle in the political economy 
of the world is between free individual enterprise on the 
one hand and Communism on the other, whereas neither 
exists as a reality in today’s world. The actual issue is be- 
tween a mixed economy, wherein free men shall indepen- 
dently and cooperatively plan, organize, direct and control 
our economic affairs, through voluntary action, and a Totali- 
tarian economy whereby by default the Government shall 
take over the direction and control of industry and enforce 
cooperation by police power. Government controls of in- 
dustry are an established fact; it is now a question of degree. 
We are in the gravest danger of losing our last economic 
freedom, the freedom to cooperate voluntarily. When we 
confess our inability to cooperate voluntarily and dump our 
problems in the lap of Congress, we sacrifice our ‘ast free- 
dom. 

This brings us to our final obstacle— 


X—Bureaucratic Interference with Private Enterprise—‘Vo 
control or be controlled’—that is the question. It is made 
up of a lot of little questions like minimum wages, shorter 
work weeks, price ceilings, material allocations, surpluses, 
taxes, tariffs, social security, fiscal policies—ad infinitum and 
ad nauseam. We have yet to clearly determine and segre- 
gate the part Government should play in a so-called free 
economy. 


THE New Frontiers OF MANAGEMENT 


Shall we now consider ten new management policies, to 
gether with some implementing strategies, tactics and pro 
cedures, which might overcome these obstacles to a new 
American way of life which provides for the five minimum 
demands of the people? 


l—We must unstratify Management— 


All classes of industrial management—production, credit, 
accounting and sales, should be integrated toward the basic 
problem of securing adequate consumption of full employ- 
ment production. American trade is entering a new era in 
its evolution. This generation has seen two stiges of dis- 
tributive progress. 

The earliest was the mouse trap stage, launched by Em- 
merson when he said, “build a better mouse trap and the 
world will beat a path to your door”. Even today a few 
manufacturers are still operating under that archaic theory. 

The next distributive stage was that of dynamic selling, 
but, as we have seen between the Wars, our selling was 
not good enough nor thorough enough to prevent our worst 
depression. 

The new era might be called the Imperative Consumption 
Stage. In this stage management will operate under the 
compunction that production is not complete and goods are 
not sold until they are in consumption or use and the money 
equity is returned to the producers for the purchase of new 
materials and labor to provide replacement goods. 

Under this new philosophy consumption will be accepted 
as the motive power of our production machine, as the 
creator of the vacuum that full production must fill. 

The principle involved is this: the expectation of con- 
sumption is the genesis of productive employment; the fact 
of consumption is the sustaining element in continuous em- 
ployment. 

We have long recognized that product engineering must 
start with the assurance of consumption or use of the product 
and that effective selling starts with product design and 
packaging; but now we must accept the fact that consump- 
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tion, distribution and production are all integrated parts of 
an endless chain-belt flowing from raw materials through 
the productive and distributive processes into ultimate con- 
imption, and back again. If any of the three parts of the 
helt stop, the others stop automatically. 


It is seen, therefore, that these three processes are one 
integrated problem, and, accordingly, management must be 
integrated in the solution of that problem. The Military 


would call this, “combined operations”. 

It behooves every production organization to thoroughly 
overhaul their entire production and distribution machinery 
ind personnel from one end of this chain belt to the other, 
in the light of this new necessity. (A 28-step chart is avail- 


le for the use of companies who desire to implement this 


principle. ) 


I]-—-More effective Market Research Analyses and Sales- 
Casting 

It is imperative that management find the answer to the 
paradox of plenty: There is no down cycle in human wants. 
‘The total market is unlimited. There is no known height 
to which the American standard of living cannot climb! 
And yet we can have over-production of individual products 
and partial collapse of the market. We must find the causes 
and the remedies for accumulating unsold inventories, in- 
dustry by industry. We must achieve a balanced production 
and consumption diet. If there is no saturation point in the 
market as a whole, we must determine what will, and what 
will not, sell at a given period and point. We must have a 
better pre-knowledge of product acceptance by the public, 
quantitatively and qualitatively. We must have wiser 
budgeting, more intelligent quota building and better utiliza- 
tion of the power of credit. Our market analysts and re- 

surchers have their work cut out for them. 
il (lonstructive Price and Profit Policies— 

\lanagement has learned during the War that lowest 
operating costs are found at “close to capacity” operations. 
‘To hold its own in competition-management must therefore 
price with capacity volume in mind. 

Management will learn in the new economy that 10% 
of a dime in net profit is probably easier to secure than 15% 
of a nickel; that 7° net on a 200 thousand dollar volume 
is more easily obtained than 10% net on a 100 thousand 
dollar volume. Thus management will turn increased com- 
petition and = shrinking gross margins into increased net 
profits and returns on the investment. More for less money 
at higher wages and fair profits can be had through the 
elimination of*waste and greater efficiency. 

1} —Vertical Coordination of Manufacturers, Wholesalers 
and Retailers selling— 

In this new era of imperative consumption, production 
management has a special obligation to the other factors in 
the distributive chain. Production management deals with 
the fabrication of raw materials into ready-for-use products. 
It is imperative that the producer should direct those 
processes which are necessary to get his products into ulti- 
mate use Or consumption. 

his means that the producer must have a voice in the 
merchandising policies and practices ot the wholesalers and 
retailers who propel his products into ultimate consumption. 
It means that there must be coordinated planning and action 
among all sales tactors, from factory doors to ultimate con- 
sumption, on the common problem of moving merchandise 
into final consumtion or use. 

Manufacturers can assure eftective wholesaling and re- 
tailing without going direct to consumers by building ade- 
quate franchise structures and then training all factors on 





the distribution chain. Manufacturers are in a far more 
favorable position to develop retail training programs than 
their own retailers because they can spread the cost over a 
large number of outlets. Wholesalers and retailers will 
accept manufacturers counsel and direction of their con- 
sumption creating activities if the manufacturers franchise 
has three elements: (a) better profits for the distributor than 
he might otherwise make; (b) consumers acceptance and de- 
mand for the product, and (c) manufacturers advertising 
spotlighting the distributor. 

We can look for more closely knit partnerships in market- 
ing between each manufacturer and his distributors and 
between manufacturers associations and retail associations 
in the same industry. 


V—Elimination of Distributive Wastes— 


Distribution is essentially motion; the movement of raw 
materials through the process of fabrication, warehousing, 
transportation, selling and delivery, into ultimate consump- 
tion. Wherever there is motion there is opportunity for the 
application of engineering techniques. The same scientific 
and engineering approach should be had to distribution 
problems as we have had in the past in the field of distribu- 
tion. ‘Time and motion studies are in order all along the 
distributive chain. There should be detailed analysis of 
every function and process and a fight for savings wherever 
waste can be found. 

Management should have a new accounting approach to 
distribution costs with the producer requiring detailed 
knowledge of every cost from factory door to ultimate con- 
sumption, even though he is not directly concerned with the 
sale of his products into consumption. 

In our older industries it is probable that further savings 
in production costs will be measured in cents, while savings 
in distribution costs may be measured in dollars, because of 
the many wastes in existing distributive processes. 

Management. should not overlook the fact that savings 
in distribution costs passed on to the consumer in the end- 
use product price will have the same historic effect in in- 
creasing markets as savings in production costs have brought 
ab put in the past. 


VI—Greater pressure on the creation of Sales— 


If industry is to move double prewar tonnage into ulti- 
mate consumption, management must certainly double its ex- 
penditure in advertising and promotional activities. Some- 
one has wisely stated that “advertising is moving people 
toward one’s products while merchandising is moving the 
products toward the people”. Both processes must have new 
stimulation. 

When confronted with accumulated unsold inventories or 
the threat of them, we must lift our sights to wider markets, 
fringe markets, new markets, export markets. We must 
tap ever larger reservoirs of buying power and ever deeper 
levels of consumption; we must expand our external and 
internal sales budgets and sales personnel. 

It may seem paradoxical to talk about limiting distribu- 
tive waste in one breath and greater expenditures on dis- 
tribution in the next, but it is perfectly consistent. 

Let’s state it this way: No distribution costs are low 
enough if there is the slightest waste in the process. No dis- 
tribution costs are too high if they can produce additional 
profitable volume without waste. 

We should stop saying. ‘Distribution costs are too high” 
unless we qualify the statement by specific instances of dis- 
tributive waste. It really doesn’t matter what percentage 
of our purchase dollar goes for distribution if there is no 
waste involved. 
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When we need more sales volume to sustain employment, 
we should leave no dollar uninvested in additional sales that 
can produce them at a profit. 

The only effective antidote to the handicaps in a tree 
choice market is more and better selling. 


VII—Better Human Relations— 


Management must get the most out of its employee man- 
power potentialities and capacities, in the interest of the 
employee as well as that of the company. Labor is no 
longer a commodity subject, solely to the ':ws of supply and 
demand. People are not machinery, they are organisms, 
with minds and souls as well as bodies, all capable of growth 
and expansion. The abilities and capacities of our people 
are far beyond what we or they realize. 

Management’s primary job in producing profits is to de- 
velop people; machines do not make profits—people do. 
Tomorrow's management will treat employees as integral 
parts of a family. That is the highest human meaning of 
the word “Company”. An employee who considers himself 
a member of the family would seek these things from man- 
agement: 

(a) 

(b) 

(c) 


A fair job evaluation—what is “par” on their course. 
Incentives and rewards for extra thought and effort. 


Reasonable job security, and an understanding of 
why they have it. 


(d) Individual recognition and respect for their person- 
ality. 

(e) To be informed of what is going on and consulted 
occasionally, 

(f) Fair wages. 


(zg) 
(h) 


Decent environment and pleasant working conditions. 


A demonstrated interest in their health and happi- 
ness. 


(i) Opportunity to grow and progress, implemented with 
training facilities. (One wise management calls its 
personnel records “progress records’’.) 

(j) Some responsible management factor to gripe to and 
the assurance that their gripes will be fairly handled. 


In providing these management will need to reappraise 
and revise such techniques as recruiting, selection, indoctrina- 
tion, motivation, training, compensation and the supervision 
of manpower. 


VII1I—I mproved Public Relations— 

Every citizen periodically functions in a triple capacity, 
as producer, distributor and consumer. Every citizen, 
whether employer, employee or self employed, is a part of 
industry. When industry is condemned, the citizen con- 
demns the thing of which he is a part. Politically, however, 
the average man thinks and votes largely as a consumer. 

That is probably the fundamental reason why the public 
relations of industry leaves so much to be desired. We need 
widespread enlightenment as to the relationship of the citi- 
zen to industry and how he fits into the overall economy. 

Industrial management should develop and propagate 
answers to such questions as, (a) how does the free enterprise 
system work?; (b) what causes periodic depressions?; (c) 
what does management propose as a postwar operating pat- 
tern in the economy that is different from the pattern we 
had in the years preceding the great depression?; (d) how 
and why will these changes prevent another great depression ? 

Specifically, why can the man on the street expect to 
have more under a free enterprise system than under a sys- 
tem of production for use with state controlled distribution ? 


We need less propaganda and more education. Not one 


American in a hundred understands that consumption is the 
mother of employment, that sales into ultimate consumption 
or use is the only road to steady jobs, that competitive sales- 
manship determines who gets and keeps the jobs. 

As a matter of realistic fact, technology has advanced pro- 
duction to the point where the only road to freedom is the 
selling road. Does anyone think that the profession of selling 
would have the place it does in the opinion of the public if 
this truth were generally known? We have got to sell sell- 
ing, sales management and salesmen as the real job makers. 

If we could develop this kind of economic literacy, we 
might have reason to hope that the majority of our citizens 
would understand these truths; that individually and col 
lectively we can have no more than we produce; that to have 
more we must not only produce more but trade more and 
consume more; that any kind of limitation on salable output 
lowers the standard of living of all; that our standard of 
living can rise no higher than the balanced level of our pro- 
duction, purchases, investments and sales; that buying power 
withheld from expenditure and investment shuts down equi- 
valent employment and decreases the total amount of goods 
and services we can consume; that if we are to have a maxi- 
mum growth in our standard of living we must reverse the 
trend toward limiting individual output, and, whether man- 
agement or labor, give a full day’s work for a full day's pay. 

A second vital public relations item is to find the proper 
place of Government in our economy. Obviously, we are 
permanently in a mixed economy—part governmental con- 
trol and part free competitive enterprise. But it certainly 
should be the prerogative of the people rather than the 
bureaucrats to decide what is to be the continuing function 
of Government in our industrial structure. We should 
stop damning bureaucratic interference with private enter 
prise and be specific, by verse and paragraph, as to what we 
want done by Government and what areas we want left to 
ourselves. 


IX—New Structures for Industrial Co-operation— 


Our economic interdependence, our universal individual 
capacity as purchaser, trader and consumer, makes structures 
for intra-industry and inter-industry cooperation, integra- 
tion and co-ordination a vital necessity. “The counter-balance 
to bureaucracy and government interference with competi- 
tive enterprise is the ability of industrial management to 
organize cooperative planning and action, and new standards 
and ethics, in the light of public interest—thus avoiding un- 
needed and hampering legislation. 

Because of a fear of anti-trust laws industrial manage- 
ment has shied away from co-operative activities. In the in- 
terest of preventing further unwarranted governmental con- 
trols in the economy, this complex must be removed. There 
are thousands of perfectly legal co-operative plans and 
activities that could be undertaken in the economy for 
mutual benefit which would stimulate rather than restrain 
trade. Representative groups, covering every livelihood and 
walk of life, should be organized at every level from the 
grassroots to the National Capitol, with the sole objective 
of developing co-operative plans to provide the people with 
what they want while retaining the people’s freedoms. 

We might call such a development a fourth house of 
democracy. The guiding principle of such a structure might 
be: that which is attained by discussion and agreement with- 
out legislation tends to enforce itself, viz: all established 
ethics, while that which is obtained by legislation must be 
maintained by the freedom destroying police power of qov- 
ernment. 

The stewardship of industrial management in this new 
age is now broadened to include the areas of competitive 
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relations, customer relations, distributor relations, public re- 
lations, and governmental relations, as well as the former 
responsibility to stockholders and employees. 

‘These new factors may not be left out of executive deci- 
sions in the future. Nor will these detract from the profit 
motive; they will simply add stability to the profit chance. 

It is highly probable that the use of these new manage- 
ment techniques will, moreover, perpetuate our profit and 
loss system and the concept of private property. 

‘The last is the most important of all the new techniques 
of management; the most promising of our new frontiers: 


N—Release of the Spiritual Nature in Man— 


‘Today everyone knows that we have the materials, the 
manpower, the machinery and the money to make our 
ountry a veritable paradise on earth. 

Che only missing ingredient is the right spirit!—That 
spirit which will bring about teamwork in motivating, mo- 
hilizing and co-ordinating the energies and capacities of all 
onflicting groups toward a common goal. 

What is this “right spirit” ? 

If we review again, in the light of our discussion here, 
the five things previously mentioned that the American 
people want—opportunity; security; a rising standard of 
living; an equitable division of the joint production of cap- 
tal, labor and management; to treat others decently as well 
as to be treated decently—we find that the first three are 
dependent upon the fourth, and the fourth upon the fifth. 

it is seen, then, that the number one requirement of the 
\merican people is to treat others decently that we may be 
treated decently. The more complex and interdependent 
our civilization becomes, the more necessary it is that we 
do right by the other fellow if we would have him do right 
by us. It must be mutual—co-operation is a two-way street. 

While today we spend most of our time and thought in 
criticizing others for not acting decently in our selfish opin- 
ion, at the bottom of our hearts we really want to be decent 
ourselves. We must release that part of our natures. 

Man being created by and in the image of God is really 
onstructive in his basic nature. It is only to the extent of 
his mability to cope with his physical and economic environ- 
ment, under the necessity of self preservation, that man has 
een predatory. 

The noblest aspect of the history of man has been the 
tory of his instinctive and gradual improving attempts 
through all his generations to adjust his environment so 
that he could be constructive instead of destructive. 

The whole history of democratic laws which curb our 
selfishness reflects this aspiration. 

A still more inspiring picture has been the growth of eco- 
nomic ethics outside of the area of legislation. 

At best, however, our spiritual growth has not kept pace 
with ‘our economic, scientific, materialistic and intellectual 
progress. That is the root, tree, and branch of our present 
economic dilemma. 

‘Tomorrow's management will have no other choice than 
to apply spiritual principles to economic activities if manage 
ment is to continue free. 

Commonsense tells us that we must find the 
to the problem of what is the morally correct division 
umong the producers of the joint production of capital, labor 
ind management. 


answer 


There seems to be six bases for div ision: (1) arbitrary dis 
tribution by ownership; (2) arbitrary allocation by manage- 
ment; (3) the unrestricted working of the law of supply and 


mand; (4) arbitration by disinterested factors: (5) lecis 
lative action, and (6) the application of moral compunction 
negotiated solution——the Golden Rule in action! 


}+ }, "~ heer remor ra ed that the first thre 


S 


work without industrial warfare leading to government 
action to curb the selfishness of all groups. 

The fourth and fifth also probably lead to use of gov- 
ernmental police power. 

Idealistic as it may seem, the application of the Golden 
Rule to this problem is the really practical answer. Only 
this formula has the flexibility—the give and take—which 
will perpetuate the freedom of competitive enterprise. This 
is the promised “truth that shall make you free”. 

Freedom in our interdependent society may be defined 
as: that privilege afforded man by his fellowman of pur- 
suing his needs for opportunity, security, and a rising stand- 
ard of living in an environment devoid of human exploita- 
tion. 

Freedom itself is not God-given—God has given us “the 
truth that shall make us free”. Freedom is of our own 
making! “Make others free and you shall be free” is the 
formula. In today’s interdependent society freedom and re- 
sponsibility are inseparable. The scope of our freedom in- 
evitably parallels the extent of our individual and collective 
responsibility. Freedom and responsibility will automatically 
find the same level! 

The relationship between doing right and having rights 
is a closed circuit in an interdependent economy. None can 
escape the workings of this law—whether capitalist, worker, 
manager, farmer or governmental official. 

The rights of private property, the profit system and pri- 
vate enterprise are the effects of which economic ethics are 
the cause. 

Can this new concept of Freedom be realized in our post- 
war civilization? 

I believe that it can if management and labor leadership 
will utilize the right spirit which is inherent in man’s 
nature—though deeply buried. Is this idealism ? 

In the light of the history of our generation, with its loss 
of 20 million lives and a trillion in treasure, idealism is 
demonstrated to be the most practical thing in the world! 
All real progress is applied idealism! History is made when 
the conservatives become aggressively idealistic—our found- 
ing fathers proved this. 


How Will We Go About This Practically? 


It is really quite simple. We must organize industry into 
“families” instead of “enemy camps”. We have gotten into 
the bad habit of referring to others with whom we have dis- 
agreements as “they’—‘“they”, the labor group,—‘“they”’, 
management—‘they” the Bureaucrats—‘they”, the Jew, 
the Catholic, the Negro, the Protestant. 

We must start by thinking in “we’’ terms instead of 
always thinking “they”. We must substitute a team spirit 
for a “versus” complex. Our habitual “power over’ tactics 
must give way to “solution with” techniques. 

We have learned, under the tragic spur of War, to fight 
and die together as a team. Can we not learn to work and 
live together as one family? 

It is an encouraging truth that only through the team- 
work of Capital, Management and Labor—even though wai 
inspired—have we come to this threshold of a paradise on 
earth. 

When we contrast our circumstances with the other peo- 
ples of the world, we should be deeply ashamed that we are 
jeopardizing our freedoms with internal strife and dissen 
sion and the failure to accept individual and collective re 
sponsibility. 

The nation which has learned how to release atom 
nergy should be able to learn how to release the “right 
spirit” and to work together as a team of Capital, Labor 
ind Management. 

Every indivi li 
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are workers in one capacity or another. Every industry is 
a related family; all American industry is an interrelated 
brotherhood. If we can adopt a “family” attitude we may 
settle our differences around the conference table in a spirit 
of family loyalty and brotherhood, but to do so successfully, 
the “heads” of the family who speak for employers and em- 
ployees must have the will to find agreement. 

Business management in the family cannot successfully 
“high-hat” labor leadership. Labor frequently acts upon 
impulses or the heart and emotions. Business management 
customarily proceeds from an intellectual basis. Manage- 
ment must learn to think and act in the right emotional as 
well as intellectual terms. That is the ‘family spirit” at 
work. Get the emotions right first and reason has a fertile 
soil in which to grow. 

If each leader around the conference table has an emo- 
tional focus on the right spirit—the spirit of tolerance, 
agreement, give and take and brotherhood—the family can 
work itself out of most situations. If enough individual 
leaders can develop the correct emotional focus, America 
can be everything we all wish for it. 

I want to close on a note of individual responsibility. Not 
one of us can escape our individual responsibility—our per- 
sonal challenge in tomorrow’s world. “The renewal of the 
right spirit” starts with the individual. It is time to take 
an inventory of our personal stewardship; a time for meas- 
uring our personal responsibility under these challenges of 
tomorrow. 

Our generation, it is go-getting materialism, has acquired 
the bad habit of delegating to hirelings our individual re- 
sponsibility in the fields of education, of religion, or politics, 


and of human relations. As individuals we must again ac- 
cept our personal responsibilities in each of these areas. 

Every man and woman in this room has a capacity for 
leadership. Every man and woman here exercises leadership 
in some sphere of economic management. Everyone here 
has some power over others. 

That power within you is a spiritual power; it comes di- 
rectly from God; it is loaned to you as a stewardship! We 
say truly in the universal prayer: “Thine is the power.” 
Every time you exercise the power you have over others you 
are expressing the divinity within you. It is man’s highest 
privilege—the power to be God-like in his relations with 
others. 

If we are utilizing our power over others selfishly, arro- 
gantly, greedily, unjustly, we are counterfeiting our Creator 
and the power within us inevitably diminishes.. We inevit- 
ably get the same negative result we experience in break- 
ing any other of God’s laws. 

On the other hand, if we use our powers with justice, 
humility, kindness, tolerance, mercy and charity, as God 
would use them, the results are constructive and our power 
grows. This is the “right spirit” at work. 

It is reported that, near Brussels, in Belgium, is a great 
cemetery miles square. It is filled with row upon row of 
white crosses. Those graves are the graves of American 
boys. A G.I. put a sign over the entrance to that cemetery 
which I hope will remain there forever. It reads: “Because 
you would not think, we had to die!” 

If the leaders in this room and Americans like us across 
the land think deeply enough and act wisely enough, it shall 
never be said again, “they died in vain.” 


Medical Care and Public Health 


EVOLUTIONARY TRANSFORMATION OF MEDICAL PRACTICE IS ESSENTIAL 
By GEORGE BAEHR, M.D., President, The New York Academy of Medicine* 
Delivered at the New York Academy of Medicine, New York City, January 3, 1946 


T is regrettable that time does not permit more than 
brief mention of the efforts of the Academy to meet the 
overwhelming demands of returning medical officers for 

retraining in medicine. Almost one-fifth of all the grade A 
interneships and residencies of this country are to be found 
in the hospitals of New York City. It was, therefore, to be 
anticipated that thousands of young physicians who had been 
taken into the military services after an accelerated medical 
school curriculum and a most abbreviated and inadequate 
interneship should, upon demobilization, look to this City 
and to the New York Academy of Medicine for placement 
in hospital residencies, rather than for so-called “refresher” 
courses. Through its Committee on ‘Medical Education, the 
Academy has served as a clearing house for the hospitals of 
the City. Many discharged medical officers have been pro- 
vided with opportunities for training in medicine, surgery 
and the various specialties. But the flood of applicants has 
been overwhelming and the total picture, it must be con- 
fessed, has not been satisfactory. Much more must be ac- 
complished in persuading the hospitals of the City to in- 
crease the number of their interneships and residencies, cost 
what it may, and to reorganize them in such a manner as to 
make them a real educational experience. 

Most of the 60,000 medical officers in the Armed Forces 


are young men. While all over this Nation, people debate the 





* Opening Financial Reports to Academy Members not included. 





merits of new methods for the distribution and payment for 
medical care, by far the most important problem in this field 
lies right before us. We are confronted with a “lost genera- 
tion” of young physicians, who plead for some help before 
they are forced to return to the private practice of medicine. 
Their neglect at this time will profoundly affect the quality 
of medical care in this country for several decades. Above 
all other responsibilities during the next few years, the 
Academy will dedicate itself to a solution of its full share 
of this vital problem. 

The primary aims and purposes of the Academy are the 
advancement of public health and medical care through edu- 
cation and research. In the spirit of its tradition of public 
service over a period of almost one hundred years, it would 
be impossible for the Academy to stand aloof from the post- 
war problems of medical care which are now troubling the 
people of this country. I shall, therefore, take the liberty of 
devoting the remainder of this discourse to a statement pre- 
pared by the Academy’s Committee on Medicine and the 
Changing Order, of which Dr. Malcolm Goodridge is 
Chairman. This statement, which I shall read verbatim, 
has been approved by the Council of the Academy. 

During the past three years, the New York Academy of 
Medicine, through its Committee on Medicine and the 
Changing Order, has been making an intensive study of cur 
rent social and economic changes and of their effects on 
medical care and public health. This Committee was ap 
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pointed to study all problems involved in the distribution of 
idequate medical care, embracing not only the immediate 
management of the sick, but also preventive medicine, pub- 
lic health, medical education and research, nursing, hospitals, 
convalescent care and rehabilitation, dental care, health edu- 
cation of the lay public, and finally the ways and means to 
meet the The Committee on Medi- 
cine and the Changing Order is not, in the strict sense of 
the term, a medical committee, nor does it represent solely 
the medical profession. It includes in its membership a large 
percentage of non-medical persons, representing labor, in- 
dustry, law, social work, the clergy, and the public at large, 
who have had full opportunity to participate in the work 
of the Committee and to express their points of view. The 
Committee has met weekly and, at times, more often, to 
listen to the testimonies presented by invited experts. It has 
spent many hours in deliberation, collectively and in sub- 
committee meetings at which smaller groups of experts have 
studied and dealt with the specific phases of problems con- 
fronting present day medicine. The Committee has been 
supported in its work by a corps of experts, and the costs 
if its work have been met by grants from The Common- 
wealth Fund, the Milbank Memorial Fund and the Josiah 
Macy, Jr., Foundation. In every respect, therefore, the 
Committee is representative of all the varied and broad 
interests that are concerned in the problems of the exten- 
sion and improvement of medical service. 

The Committee on Medicine and the Changing Order 
has not yet completely formulated the recommendations of 
its Final Report, which it expects will be published during 
the current year. However, the Special Message sent to the 
Congress by President Truman on November 19, 1945, in 
which he urges the creation of a system of national compul- 
sory medical insurance, as well as other changes in the or- 
vanization of medical care in the United States, impels the 
New York Academy of Medicine, through its Committee 
on Medicine and the Changing Order, to issue a statement 
at this time. 

The New York Academy of Medicine is essentially in 
accord with the objectives reflected in the President’s 
Message. It is fully cognizant of the many lacks in medical 
care which now exist in the United States, and which most 
certainly are in need of urgent remedy. It agrees that the 
health of the people is a matter of national concern, and 
that every effort should be made to provide all our people 
with adequate medical care and the opportunity to achieve 
and enjoy good health. However, while endorsing Presi- 
dent Truman's objectives, the Academy cannot endorse all 
of the methods he proposes for their attainment. 


We are 


medi ine, 


costs of such services. 


mindful of the great achievements of modern 
which have been effected, particularly during the 
last forty years, under the prevailing system of medical 
practice. By the side of the many admitted inequities in 
the distribution of medical care stands the attested fact that 
the health record of the United States, as witnessed by mor- 
No na- 
tion of comparable size and complexity, with as many va- 
rieties of circumstances under which its people live and 
work, has attained as much in fostering the health of its 
citizens as has the United States. Before, therefore, ventur- 
ing upon untested schemes which involve abrupt, nationwide 
changes, we must strive to determine whether we could not 
the objectives which the President has voiced and 
which we share, more quickly and more effectively by pro- 
cedures that are, in our opinion, less hazardous. 

The President’s Message advances five specific recom- 
mendations. With the first of these, advocating the con- 
struction of hospitals and related facilities, the Committee 


tality and morbidity statistics, is today outstanding. 


AK hieve 


on Medicine and the Changing Order is substantially i 
accord. In many rural areas and even in suburbs of large 
cities there is a serious shortage of hospital and clinical 
facilities. This problem, however, will not be solved by 
the simple procedure of erecting structures and creating 
physical facilities; for, to be effective, hospitals and health 
centers must be adequately staffed with competent personnel. 
At the present time there is not available, and the immediate 
future does not promise to provide, a large enough body of 
trained and experienced medical and other personnel to war- 
rant a rapid expansion of hospital facilities. We are cur- 
rently confronted with the distressing example of the grossly 
inferior hospitalization and medical care provided for our 
veterans. As in every other effort to extend and improve 
medical facilities, we are compelled to recognize the numer- 
ous inter-related factors—physical facilities, economic re- 
sources, medical education and training, and public educa- 
tion—each of which has a profound bearing upon the other, 
and all of which, collectively, are essential to the expansion 
and improvement of the medical services. 

The President’s second recommendation proposes an ex- 
pansion of public health, maternal and child health services. 
This, too, the Committee endorses in principle, with the cau- 
tion, however, that experimentation is needed to avoid the 
sacrifice of valuable facilities and procedures which are 
already functioning. We are not here venturing into virgin 
territory. Public health, as well as maternal and child 
health, have been the concern of the American public and 
of American government for many decades, and particularly 
during the last forty years. We already have many excellent 
facilities, some run by state and local official organizations, 
others by voluntary and professional groups. Whatever ex- 
pansions are undertaken should be developed in relation to 
these existing facilities. 

The President’s third proposal, to advance and support 
medical education and research, the Committee on Medi- 
cine and the Changing Order also endorses in principle. 
Here, too, however, governmental aid to medical education 
and research should be of such character that it fosters and 
supports, but does not direct and dominate. The Academy, 
through its Committee on Public Health Relations, has 
already taken its stand on these matters in a resolution en- 
dorsing, with some slight modification, the Magnuson Bill 
now before the Congress. 

The President’s fifth recommendation, that means should 
be devised for protecting workers against loss of wages re- 
sulting from sickness and disability, the Committee endorses 
without reservation. 

There remains to be considered the fourth of the Presi- 
dent's recommendations, namely, national compulsory medi- 
cal insurance, labelled in the official address as “prepayment 
of medical costs.” To this recommendation the Academy 
is definitely opposed. As a result of the studies of its Com- 
mittee on Medicine and the Changing Order, the Academy 
is convinced that any scheme of national compulsory medical 
insurance at this time would lead to most unfortunate re- 
sults affecting the health of the public, and the science as 
well as the practice of medicine. 

It is not possible, under the circumstances, to discuss this 
fourth proposal in the President’s Message in any detail. 
The proposed scheme of prepayment of medical costs based 
upon the enactment of compelling legislation and the collec- 
tion of tax moneys is deceptive in its simplicity. Our studies 
have shown that the problem of providing for extensions 
of medical care is far from simple; indeed it is extremely 
complex, for it involves not only readjustments in the care 
of the sick but also, among other factors, the structure and 
content of medical education and the broad fields of social, 
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industrial and preventive medicine. Payment for medical 
care through insurance represents only a fragment of the 
problem. It should be obvious that insurance cannot do more 
than spread a portion of the risk of costs. It cannot solve 
our medical problems, because it cannot create the services 
essential for improving and extending medical care. It will 
not of itself teach the public to appreciate or to utilize effec- 
tively whatever medical resources are even now available 
to it. Insurance is most certainly incompetent to ‘raise the 
quality of medical practice. 

On the contrary, there is a wealth of experience which 
shows that under compulsory medical insurance on a na- 
tionwide scale, though a larger number of people receive 
medical care, the quality of medical services rendered by 
the individual physician tends to decline. 

Under our present forms of rendering medical care, 
which the President indicates would remain unchanged, the 
direct payment for medical services by a third party, the in- 
surance fund, introduces a fundamental disturbance in the 
attitudes of both the subscribers and the doctors. The pa- 
tient is tempted to demand more attention than he requires. 
Still more serious is the temptation of the practitioner to 
add to his income by rendering unnecessary service. Exces- 
sive demand, on the one hand, and unnecessary service on 
the other, inevitably result in superficial performance. The 
financial rewards for volume of service and the pressure of 
patients constitute a combination of influences which to 
many is irresistible. This has been the recent experience in 
New Zealand and it has been our own experience in the 
operation of Workmen’s Compensation Insurance. 

Unfortunately, the alternative method of payment under 
an insurance scheme, namely capitation, whereby an annual 
stipend is paid to the physician for each insured patient on 
his list, likewise produces objectionable results. When the 
financial reward is fixed, some physicians are tempted to 
render as little service as possible. 

Experiences abroad and in the United States by no means 
preclude the success of carefully organized prepayment 
medical insurance plans in this country. At the present time, 
however, we in the United States do not know how best to 
develop such medical insurance. We need a good deal of 
carefully planned and regulated experimentation. We lack 
experience not only from the actuarial angle but, what is 
still more important, from the service angle. We must 
realize also that we have no basis in our own experience 
upon which to estimate what the contemplated extensions 
in medical service are likely to cost. We do know from 
European experiences that under national compulsory med- 
ical insurance, even as the general level of medical practice 
is lowered, its costs are raised. Furthermore, in the light 
of our own political history, we must recognize that wher- 
ever there are available for distribution large sums of “‘gov- 
ernment money,” there also thrive political influence and 
political patronage. 

The Academy’s Committee on Medicine and the Chang- 
ing Order is not concerned with maintaining the “status 
quo” in medicine. It has devoted several vears to explor- 
ing new methods for correcting the many deficiencies in 
medical service. As a result of its studies, it is convinced 
that the problems involved in the improvement and extension 
of medical service to all the people of the United States 
are numerous and diverse; hence, the ways to their possible 
solution are, and must be, of many kinds. In the opinion of 
the Committee, the expansion of medical services indicated 
in President Truman’s first, second and third recommenda- 
tions, with the modifications noted, would serve immediately 
to extend and to improve the quality of medical care ren- 
dered to our people, and to lay the foundation upon which 


a better organization of the medical profession could be 
achieved. 

In opposing the fourth recommendation, calling for im- 
mediate nationwide compulsory medical insurance, the Com- 
mittee maintains that the problem of payment can be solved 
by methods less menacing to the high standards of medical 
service which have developed in this country over the years. 
To this end it offers a series of inter-related proposals, de- 
signed not ‘only to make more medical service available to 
our people, but also to improve its quality. These proposals 
are not easily summarized out of their context in the Final 
Report, but it is possible at least to indicate the diverse 
paths upon which the Committee believes we must travel if 
we are to reach an orderly solution of the many problems 
which today confront us. 

The Committee recommends, among other things, that 
voluntary, nonprofit insurance be given a thorough trial as 
means of providing medical services for low-income families. 
At the same time it recognizes that plans of this nature can- 
not be expected to solve the entire problem, and that in 
certain instances, for example, when private resources are 
inadequate, government support, preferably in the form of 
federal or state grants-in-aid, will be required. The Com- 
mittee holds further, that it may be desirable to conduct 
careful experiments at state and local levels with com- 
pulsory government insurance, so that we may have in the 
near future comparative experience with the relative values 
of voluntary and compulsory procedure. 

In order to raise the quality and to round out the scope 
of medical care extended under any system of payment, the 
Committee favors not only a number of revisions in medi- 
cal education, but the gradual extension of group practice. 
Under this form of practice, which promises far-reaching 
improvements in the organization of practitioners and 
specialists, doctors conduct a joint enterprise in medical care 
in close cooperation with high-grade hospitals, sharing a 
common plan of remuneration and responsibility for the 
quality of service they render. ‘The group system is especially 
attractive to young physicians entering the practice of medi- 
cine who have been accustomed to work together while in 
training as hospital residents, and who desire to retain their 
relationship to the hospital, with all its educational and pro- 
fessional advantages. Even those physicians who settle in 
rural communities should eventually be able, under a well 
planned system of medical care, to retain or establish such 
a relationship to a medical center. 

It is essential, moreover, that medical group practice units 
be organized also in relation to teaching hospitals, since an 
extension of prepaid medical care to all people of low in- 
come must inevitably have important repercussions upon 
medical education and research. The medical schools, for 
their part, must change their methods if thev are to train 
doctors for a new form of medical care; and no form of 
medical care can afford to neglect the advantages to the pa- 
tient of teaching and research. 

Because it is much more economical—not alone in terms 
of money but in human values—to prevent the occurrence 
of illness than to cure it, the Committee places special 
emphasis upon preventive medicine in all forms of practice. 
To the same end, immediate efforts should be made to pro- 
vide basic public health services for communities which are 
now lacking in those services. The Committee insists also 
that further education and enlightenment are sorely needed 
by all groups concerned—by government agencies, by the 
medical professions, by private welfare organizations, and 
most of all, by the public at large. 

What is wanted at this time, therefore, is not an overall 
national compulsory scheme, but a variety of studies and 
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experiments conducted by smaller units at local levels. 
Specific recommendations as to how such pilot studies and 
experiments may be carried out will be contained in the 
Final Report of the Committee. 

It is the conviction of the Academy that an evolutionary 
transformation of medical practice is essential if the benefits 


of modern medicine, and especially of preventive medical 
services, are to be made more freely available to the people. 
It is far better to proceed in a somewhat slower but more 
orderly manner than to expose the nation to the risks, as 
yet unmeasurable, which immediate adoption of national 
compulsory medical insurance would entail. 


Flight from Free Bargaining 


THE FORGOTTEN MAN IN LABOR DISPUTES 
By ALLEN W. RUCKER, President of the Eddy-Rucker-Nickels Co., 
Business Management Counselors, Cambridge, Mass. 


Delivered over Radio Station WCOP, Boston, Mass., December 17, 1945 


“ HE Labor-Management Conference, from which so 


many had been led to expect so much by a fanfare of 
publicity, has failed. Its operation was very much 
like the Tennessee mountaineer’s saw mill. Said a neighbor 

“Bill’s got a fifty-horse-power whistle hooked up with a 
‘ive-horse-power saw. When the whistle is blowing the saw 
. not cutting.” 

The conference was equipped with a_ fifty-horse-power 
publicity whistle and a five-horse-power saw. It cut no 
wood and the reasons are plainly these. 

A handful of men from business and labor unions were 

ked to substitute their judgment on wages and hours for 
the Consider what that 

‘ant. In America there are over 2 million non-farm 
vusinesses with 40 million employees. The productive assets, 
that is the tools of those businesses are worth upwards of 
5175 billion dollars. They are owned by some 50 million 
thrifty people many of them labor union members. How 
in a handful of men, any men, be expected to substitute 

eir ‘arbitrary 


democratic process of bargaining. 


judgment for the essential bargaining be- 
tween these millions of people who own these tools, and the 
ther millions who use them to make a living? It is no 
wonder that the Conference failed. 

Exactly the same thing applies to the President’s pro 
posed “tact-finding’ commission and to Governor Stassen’s 

roposed Both of these schemes are 
uirds of the same identical feather—they are attempts to 
ompromise the wage rate issue by replacing free bargaining 
with the arbitrary decisions of a handful of men _ responsi- 
le to no one. If either succeeds, free bargaining among 
\mericans is gone forever. 

What in plain words are these labor conferences and com- 
mussions supposed to do? 

They are supposed to appease the leaders of minority 
pressure groups by finding some sugar-coated way to com- 
promise with the primary right of 50 million thrifty Amer- 
icans to own and manage their business property and to 
enjoy the legitimate competitive earnings therefrom. And 
the truth is: there is no way to take arbitrarily from these 
thrifty people and give to others without substituting con- 
fiseation for cooperation and abandoning democracy for 
totalitarianism, 

The life’s savings of these 50 million thrifty Americans, 
directly through ownership of corporate securities and unin- 
corporated firms and indirectly through ownership of life 
nsurance, savings accounts, trust funds and annuities, are 
invested in the means of production—the land, buildings, 
ind machinery used by business. These things are the tools 
of production. And the real owners of those tools are these 
50 million Americans who, through labor and self-denial, 


economic conference. 


have accumulated the savings that have made the tools 
possible. 

Now, every workman knows that the tools he uses are the 
source of his livelihood. Without a taxicab, the taxi driver 
would be no more than a rickshaw boy; without the boring 
machine, the hydraulic press or the turret lathe, the machin- 
ist would be no more than a day laborer at a day laborer’s 
scale of wages. Without tools of production, the users of 
tools could produce barely enough to exist. 

Moreover, every workingman knows that tools are al- 
ways Wearing out, or becoming obsolete. In either case, the 
tools must be replaced with new ones. Throughout industry 
are thousands of tools that need to be replaced. These tools 
range all the way from battered old typewriters and adding 
machines to ancient trucks with broken connecting rods and 
sticky valves, and patched up planing mills, boring heads 
and presses. If they are not replaced now, no power under 
the sun can maintain production enough to prevent a drop 
in the real earnings of working people, regardless of wage 
rates. 

From where is the money coming to replace these tools? 

There is just one source—the savings of some 50 million 
thrifty Americans. These thrifty people, these tool-owners, 
accumulate savings from what are erroneously called busi- 
ness profits. The right name for profits is “payments for 
the use and renewal of tools.” 

Unless these people are safeguarded in their right to re- 
ceive legitimate, competitive earnings from their tools, they 
are just not going to put their life savings into replacing old 
tools and installing new ones. The situation is so serious 
as to jeopardize the job security and pay, and the hope of 
future advancement of millions of working Americans. 
Note these figures: 

Our own U. S. Department of Labor reports that in 23 
out of 25 peace-time industries, unit labor costs have risen 
all the way from 17% to 70%. .Their tools are too old. 
That is not all. A recent study of the metal working indus- 
tries shows that 57% of machine tools owned by private 
business in New England, and 54% of private business tools 
in the entire United States are over 10 years old. 

By 1950, unless billions of dollars of savings are accumu- 
lated and invested by tool-owners in new tools, as much as 
75% of our tools will be over 10 years old. It needs no 
prophet to see what the end must be. If that happens, it 
will be impossible to maintain the annual production and 
the annual real earnings of American workingmen regard- 
less of wage rates. 

And to obtain these new tools so urgently needed, 50 
million thrifty Americans must be safeguarded in their right 
to receive payments for the use of their tools. 
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The incentive to save and invest in private enterprise 
rests solely upon that right. To deny or to seriously in- 
fringe that right is to destroy the incentive to thrift, and 
with it, the source of funds necessary to renew and increase 
the tools of production. 

Here lies the fundamental reason why business manage- 
ment, the responsible agent of 50 millior tool owners of 
America, resists every effort of any handful of men to dic- 
tate selling prices and payments for the use of tools. Busi- 
ness management is held morally, legally and financially 
responsible by both its employees, who are the tool-users, and 
by its own bosses, the 50 million tool-owners, to see that 
payments for the use and renewal of tools are continuously 
adequate. If management fails in that responsibility, there 
will be neither production nor pay, nor job security and no 
hope of advancement for millions of tool-users and tool- 
owners alike. 


The President of these United States is therefore entitled 
to the earnest, vigilant and vigorous support of every tool- 
user and tool-owner in a policy that will safeguard the es- 
sential right of free bargaining. Any contrary policy which 
substitutes the judgment of a handful of men, any men, any 
time, for the bargaining of free Americans would deny this 
primary right to 50 million tool-owners. Let me emphasize 
this: 

The right of bargaining belongs quite as much to tool- 
owners who provide the mechanical energy of production 
as it belongs to the labor unions whose members provide the 
muscular energy of production. 

Nonetheless, it has for many years been the persistent 
practice of the Federal government to violate this right and 
to discriminate against our 50 million unorganized _tool- 
owners. And what has been the result? 

According to Official U. S. Treasury Department reports, 
it has been over 15 years since as many as one-half of cor- 
porations earned a taxable profit. With the exception of 
two or three war years, there hasn’t been a year in the past 
15 when more than one-half of corporations earned enough 
to make any payments to tool-owners for the use of their 
tools. Is it any wonder that thrifty people don’t want to put 
their savings into new tools for production? Is it any won- 
der that in the absence of new tools, unit costs in 23 out of 
25 industries have risen up to 70% above 1939; that 54% 
of the machine tools in private business are over 10 years 
old? It is no wonder at all. 


When the Federal government adopts any policy that un- 
dermines the fundamental human right to receive payments 
for the use and renewal of tools, it discourages investment to 
replace old tools with new tools; it hinders additions to the 
stock of tools and thereby obstructs the growth of production 
upon which the well-being and prosperity of everyone 
depends. 

Unless, therefore, we encourage and vigorously support a 
square deal governm: ..ial policy that will safeguard thrifty 
citizens in their “ht to bargain for legitimate, competitive 
earnings from tl. «+ te ls, our future is dreary indeed. But, 
given such a poli, che natural genius of Americans for 
thrift and risk-taking will respond; new tools will replace 
old tools, and the American way of Brains, Sweat and 
Teamwork will carry us to the very heights of prosperity. 

In our country’s urgent need of such a square deal, it 
would be no surprise if 50 million American tool-owners 
should organize themselves into a union of their own for 
the purpose of regaining equality before the law; a union 
formed to reassert their fundamental human right to enjoy 
the fruits of their labor and self-denial; a union formed 
to reestablish their position as the primary source of the 
tools upon which depend the workingman’s productivity, pay 
and prosperity. 

Certainly some such movement will develop to assure the 
continuous supply of tools. For without tools, without new 
tools, and more tools, there is no lasting job security, no 
strong prospect of a rise in annual real earnings, and no 
bright hope for the future advancement of our workers. 

This basic national need cannot be compromised. It 
must be fulfilled. Its fulfillment now depends upon urging 
the President and the Congress a policy of encouraging thrift 
and risk-taking by safeguarding the human right of 50 mil- 
lion tool-owners to be secure in their property and in the 
legitimate competitive earnings therefrom. 

That kind of government policy is in the primary interest 
not only of tool-owners, but of our people in general and of 
our workers in particular, yes, in the very preservation of 
free bargaining itself. Our national genius for thrift and 
risk-taking has provided the tools that have made this nation 
the strongest and freest in all history; the blood and sacrifice 
of our sons and daughters have cemented that strength and 
freedom in democracy; it is our duty to keep it that way. 

We must also press on, and forward in the American 
way—with freedom of bargaining for all of us and with 
Brains, Sweat, and TEAMWORK by all of us. 


The Reconversion of Law Enforcement 


REVIVE OLD-FASHIONED DISCIPLINE AND COURAGE 
By J. EDGAR HOOVER, Director, Federal Bureau of Investigation. 


Delivered at the 52nd Annual Meeting of the International Association of Chiefs of Police, 
Miami Beach, Florida, December 10, 1945 


HERE is a marked similarity between our meeting 

six years ago, as war was spreading in Europe, and 

our first peacetime meeting today. The firing has 
stopped on the battlefronts, but it is being resumed on the 
homefront. We had a big job to do then, but a bigger one 
faces us today. 

At our last peacetime meeting, it was my duty to:convey 
to you the President’s Directive calling upon all law enforce- 
ment to protect our internal security, and to call upon you 
for assistance. The manner in which you answered your 
country’s call to duty is a tribute to your love for America. 


Never in our national history have brighter pages been 
written by men working together for a common purpose. 

Already, I have expressed my gratitude to many of you 
and today I want publicly to extend to all of law enforce- 
ment my heartfelt appreciation for your assistance in keep- 
ing our homefront secure. It is also my privilege to extend 
to you the personal greetings and commendation of the 
Attorney General of the United States, Honorable Tom C. 
Clark. As the chief law enforcement officer of the nation, 
he has asked me to convey his congratulations for a job well 
done. 
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‘The ability of all branches of law enforcement to co- 
operate and to pool their facilities proves once and for all 
that we needed no unified agency to insure the discharge of 
our responsibilities. I have said before, and I say again, that 
there is no place in our American way of life for a National 
Police. Our first line of defense in peace or war is the local 
police agency. It is on the scene and can strike at lawlessness 
at its source. ‘The role of the Federal Bureau of Investiga- 
tion shall continue to be that of a service agency to augment 
and bolster your efforts and to handle those matters which 
are nationwide in scope and beyond the reach of hometown 
protectors. 

As we look to the future, we should also consolidate our 
gains. At the very inception of hostilities, we were all ap- 
prehensive of what might happen. That these fears did not 
materialize is a tribute to the forces assigned to maintain 
the peace at home. 

In every period of national emergency, it is normal and 
natural for human beings to become panicky and hysterical. 
‘There is not an experienced law enforcement administrator 
in the land who was not criticized for seeming inaction. We 
could not publicly proclaim what we were doing and why. 
But in no civilized land in time of war were civil rights 
and personal liberties abridged less than here in the United 
States. The civil rights which we preserved then must be 
preserved in the future. The dragnets of World War I were 
unheard of in this war. The slacker raids did not recur. The 
lynchings and character assassins of World War I were 
checked. On the other hand, the sabotage which everyone 
said would occur did not take place. 

Early in the war, skeptics proclaimed that we were wide 
open to espionage. They held that nothing was secure and 
nothing was being done. The record is exactly to the con- 
trary. We knew from the very outbreak of the war that 
espionage was under control. I do not mean that the enemy 
was not active. He was. Foreign powers tried to steal not 
only the atomic bomb, but other military secrets. For years, 
Nazi Germany had built an espionage machine and an army 
of Fifth Columnists, which proved to be the downfall of 
once proud nations. They spent money with reckless aban- 
don and were constantly on the alert to train, develop and 
unleash spies and saboteurs, not only in the United States, 
but throughout the entire Western Hemisphere. ‘The 
counterespionage program which we developed did more 
than encircle spies and render them harmless. It enabled us 
to learn of their weaknesses and their aims. 

There is a universality to law enforcement in democratic 
countries. | am happy to report that the integrity and devo- 
tion to duty of peace officers in the United States has been 
matched by our neighbors in the North, in the South, and by 
our British Allies. It was our happy privilege to be closely 
associated with the security and intelligence authorities in 
the British Isles, with that sterling organization in Canada 
which has captured the imagination of all Americans—The 
Royal Canadian Mounted Police—and with similar agencies 
in all of the countries in the South from Mexico to Chile. 

here were few espionage cases which came to our atten- 
tion which did not have worldwide ramifications; and FBI 
liaison Agents, stationed from Canada to the tip of South 
\imerica, received the highest degree of aggressive coopera- 
tion. 

It can truly be said that so far as subversion is concerned 
there is no such thing as a domestic field. It is international. 
Japanism manifested in this country had its origin in Japan, 
Nazism in Germany, and Fascism in Italy, and without the 
wholehearted spirit of mutual assistance of all law enforce- 
ment agencies, domestic and toreign, the FBI could not point 
to the proud record we have today. Let me illustrate. Ger- 


many, lacking an ever necessary supply of platinum, turned 
to the black market of South America. One arch platinum 
smuggler was arrested in California. His trail led through 
several South American countries. In each, the facts were 
communicated by'the FBI to the established law enforce- 
ment agencies in those countries and the holes were plugged. 
In one espionage case which centered in New York, shipping 
information was getting out of the country. Contacts of the 
enemy were spotted in faraway Brazil and Chile. There, the 
authorities quickly moved into action. Twenty-four clan- 
destine radio stations were put out of business, thirty short- 
wave transmitters were seized, and in all, 335 espionage 
agents were arrested in South America alone through the fine 
cooperation of the countries of that continent. 

More than 23,000 enemy aliens throughour the Western 
Hemisphere were identified, interned, deported or moved 
from strategic areas through the joint efforts of local law 
enforcement agencies and the FBI. We not only thwarted 
enemy sabotage at home—none occurred in the entire West- 
ern Hemisphere throughout the entire period of World War 
Il. We of law enforcement can be very proud of this 
record. 

The wartime associations of law enforcement officers of 
the different countries have brought about a spirit of under- 
standing and friendship which will inure to our mutual ad- 
vantage in the peacetime years which lie ahead. I cannot 
commend too highly all of the officers with whom we have 
been privileged to work, and I sincerely hope that the spirit 
of mutual assistance and understanding will continue. 

We have faced many problems, burdened as we were with 
added duties, untrained personnel, and acute manpower short- 
ages. The salaries paid to law enforcement officers are scan- 
dalously low. Community leaders should hang their heads 
in shame when they condemn their local police without first 
facing the fact that the average officer could command a 
much higher salary in the industries he protects. 

In replenishing our ranks, we should enlist the aid of the 
public in improving conditions, in providing better facilites 
and in securing the modern implements of law enforcement. 
A community can have no better investment than in an alert, 
well trained police department. It is false economy and a 
flagrant disregard of society’s rightful protection to reduce 
essential enforcement services. 

Our greatest advances have come through concentrated 
training programs. But we have scarcely begun to scratch 
the surface. Like every other popular movement, leeches and 
parasites have already tried to attach themselves to the field 
of police training. Here is a job that belongs in the hands 
of law enforcement. It is no place for professional promoters 
with quack nostrums to sell nor for stratosphere thinkers dis- 
seminating mists of error and confusion. Yet, I know of 
instances where ex-convicts with glib tongues have actually 
succeeded in taking part in training police and in surveying 
police needs. ‘The International Association of Chiefs of 
Police can embark on no more important program in the 
postwar years than a widespread campaign to lift police 
standards through well established training activities con- 
ducted by professional men of law enforcement who have 
dealt in the realities of the problem. 

The need for increased effectiveness and the marshaling of 
whole communities on the crime prevention front becomes 
more important each day. Lawlessness has taken on such 
proportions as to even startle the imagination. The crime 
waves proclaimed in the daily press are not imaginary. They 
are real. They are bloody. If anything, the press is guilty 
of understatement rather than overstatement. Let me be 
specific. In October of this year serious crime increased 


19°) over the same month last vear. Of the more serious 
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crimes, the increases reflect 32°¢ more murders, 38¢ more 
auto thefts, 38° more robberies, 11% more larcenies, and 
26% more burglaries. Crime rates are continuing to rise 
rapidly throughout the entire nation. 

The fingerprint files of the FBI reveal a criminal army of 
six million individuals who have been arrested and finger- 
printed—one out of every 23 inhabitants in the United 
States! You know only too well the constant recurrence of 
arrests. 

After every great war or period of acute national emer- 
gency there has been a recession of moral fortitude. This 
one will be no exception. I hope as you do that the 
racketeers, the overlords, the desperadoes and the criminal 
scum who characterized the roaring twenties will not come 
back to the American scene. I fear, however, that this is 
wishful thinking. Once they get a start and find they can 
succeed, we shall face very serious trouble. 

Crime springs not alone from a state of mind. There are 
many factors that must be considered in discussing crime 
causation, such as the matter of economics, moral standards, 
and social conditions. To combat the rising tide of serious 
criminality which is sweeping the country, we need a re- 
vival of old-fashioned discipline and courage. 

The abuses and maladministration of our penal systems 
which release murderers, sex-crazed degenerates, outlaws 
and bandits on parole or on “leave of absence” from our 
correctional institutions to commit serious crimes against our 
citizens is constituting again a national disgrace. A large 
percentage of the fugitives being sought by law enforcement 
officers throughout the country have been the recipients of 
ill-advised clemency. 

The inefficient and careless manner in which convicted 
criminals are guarded in our jails and penal institutions is 
shocking and in many cases represents criminal malfeasance 
upon the part of those charged with the proper safekeeping 
of these enemies of society. Almost daily we note hardened 
criminals escaping from confinement to endanger the lives 
of our citizens. The taxpayer has every right to demand 
that convicted criminals be guarded by men of high char- 
acter, integrity and intelligence. Law enforcement agencies 
exist for but one purpose, namely, the protection of society. 
We of law enforcement must be alert to take advantage of 
every opportunity to focus the spotlight of public opinion 
upon the evil conditions which presently exist. In this, we 
must enlist the aid of a sympathetic press and a civic-spirited 
screen and radio. 

The responsibilities of law enforcement are ever broad- 
ening. Not only must we marshal our forces on the front 
of crime detection and apprehension—but there is an ever 
broadening front dominated by the subverter and purveyor 
of alien isms who seek to transform the America we know 
and love to a land of class struggle. The fight against 
Fascism continues. The shooting war has stopped, but these 
espousers of dictatorships still exist and they have been too 
well entrenched to become converts to Democracy overnight. 
The evidences of Fascist survival are too plain to ignore. 

To the Fascist foe must be added another, the American 
Communist. These panderers of diabolic distrust already 
are concentrating their efforts to confuse and divide by ap- 
plying the Fascist smear to progressive police departments, 
the FBI and other American institutions to conceal their 
own sinister purposes. 

The Godless, truthless way of life that American Com- 
munists would force on America can mean only tyranny 
and oppression if they succeed. They are against the liberty 
which is America—they are for the license of their own. 
When they raise their false cry of unity, remember there 
can be no unity with the enemies of our way of life who 


are attempting to undermine our democratic institutions. 
The Fascist-minded tyrant whom we conquered on the 
battlefields is no different from the American Communistic 
corruptionist who now uses the tricks of the confidence man 
until his forces are sufficiently strong to rise with arms in 
revolt. 

America cannot exist half democratic and half Commu- 
nist or:Fascist. If we want to improve upon our American 
form of government we will do it in our own way, in our 
own time and with our own blueprint. Therefore, it be- 
hooves us to be on guard for an enemy that brazenly and 
openly has advocated the corruption of America, that spends 
sleepless nights working one propaganda line after another, 
that poses behind a dozen fronts, that squirms and twists 
his way into those great American forces such as the church, 
schools, and the ranks of labor. 

As I speak to you today, the big guns of the Communist 
Party in the United States are aimed at returning veterans, 
openly boasting that here is a new front behind which they 
can hide. They have selected a worthy foe, for the Ameri- 
can Legion and the Veterans of Foreign Wars are too ex- 
perienced in fighting America’s enemies to be hoodwinked 
by these Communist swindlers. 

Lest I be misunderstood, I do not for one minute detract 
from the heroic fight Russia waged against the invading 
Nazi hordes, to emerge as one of the great powers of the 
World. We must not let the antics of the American Com- 
munist prejudice us against this great nation which has the 
right to any form of government she desires, nor must we 
judge the great Russian people by the lunatic fringe which 
represents the great majority of American Communists. 

Yes, we have a right and a duty to know what is going 
on in America. Law enforcement in the peacetime era must 
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determine to do its best to prevent home-grown or imported 
Fascists and Nazis from reorganizing or regrouping under 
some other high-sounding, misleading name. 

The rising trend in crime once again directs its attention 
to the home and the youth problem. More and more, I am 
convinced that the fault lies directly in the home. Parental 
responsibility is no longer in style. This causes me to sug- 
gest that a new approach is necessary. In the past when a 
youngster committed crime, he alone was held responsible 
and went to reform school, a foster home, or was put on 
probation. The time has come when parents should be held 
responsible not only to their own conscience but to society. 
Juvenile delinquency does not occur until adults first be- 
come delinquent. Law enforcement must find a way to do 
more to alleviate this problem. A widespread return of 
officers to the beat, concentrated efforts through crime pre- 
vention bureaus, and a closer contact with community facili- 
ties will make it a more potent force for social betterment. 

There is a need for more realism in meeting the crime 
problem. It is not pleasant, but the fact remains that it is 
the delinquent youngster of the war years who is now gradu- 
ating into the ranks of seasoned criminals. The most recent 
figures reveal that 21% of all arrests are of persons under 
21. More persons aged 17 are arrested than in any other 
age group. Those under 21 years of age represent 15% 
of all murderers, 36% of all robbers, 51% of all burglars, 
34% of all thieves, 26% of all arsonists, 62% of all car 
thieves, and 30% of all rapists. 

The whole problem becomes more serious when we ob- 
serve the shocking spectacle of the rise in youth offenders 
during the war years. They are the ones who are now be- 
coming the post-graduates of crime and are committing the 
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more despicable offenses. ‘he arrests of girls under 18 years 
of age have increased 198% since the last peacetime year 
of 1939, while arrests of boys under 18 years of age have 
increased 48% for homicide, 70% for rape, 39% for rob- 
bery, 72% for assault, 55% for auto thefts, and 101% for 
drunkenness and driving while intoxicated. 

These figures do not mean that all youth has failed; on 
the other hand, the generation ahead of them has failed. 
The best we can do to correct our mistakes is to aid the 
youngsters who have never had a chance in recapturing their 
rightful places and removing those forces which have con- 
tributed to their delinquency. The home, the church, and 
the school must be united in a common purpose. We need 
new altitudes of respect, both for the parent and for law. 
We need a rebuilding of the foundations which made this 
nation the greatest in all history, bulwarks formed of more 
staple materials than those of apathy, selfishness, or indul- 
gence. Our boys and our girls are the foundation of America, 
to grow as their parents and their surroundings direct. 

We have a potent ally in the returning veteran. Fathers, 
older brothers, and even mothers and sisters freed from de- 
fense plants can do much to restore the home to its rightful 
place. 

The average veteran will come home a better citizen. He 
knows what America means. He has fought and sacrificed 
the best years of his life in order that democracy might 
survive. 

I resent the libel that has been placed on the returning 
veteran by those who would lay the postwar crime waves 
at his doorstep. This misapprehension regarding servicemen 
stems from the fact that many weapons used in crimes of 
violence are either service pistols or other souvenir weapons 
the returning soldiers were allowed to bring home because 
of lax regulations. Many of these inevitably find their way 
into the hands of unscrupulous black marketeers who resell 
them to hoodlums and criminals. 

Hundreds of thousands of such souvenirs have been 
brought into the country by returning war veterans. Con- 
sequently every community and all civic groups should start 
a campaign to keep dangerous souvenir war weapons out of 
the reach of killers and bandits. Nationally the Federal Fire- 
arms Statute should be strengthened so as to serve more 
adequately to protect society and make more difficult armed 
depredations upon law-abiding citizens by thugs. 

At the very outbreak of war, in addressing you, I pointed 
out that oppression would help crystallize a fifth column. 
We singled out the guilty then and protected the innocent. 
Here was a practical lesson in Americanism which worked. 
The same principle should be applied to the veteran. Give 
him the understanding, friendship, and help he deserves while 
he faces a period of adjustment. Those few who take the 
law in their own hands must be treated firmly and be made 
to understand that neither they nor anyone else can be im- 
mune when they do as they please and fail to respect the 
rights of others. 

As we face the new era that lies ahead, let us do so with 
the determination that the people we serve shall have our 
best efforts and the utmost of our protection. Let us realize 
our responsibilities to those who have fought and died that 
democracy might live, by dedicating every fibre of our being 
to the preservation of the America we love. Let us forever 
pledge that we shall keep here in America a way of life that 
is wholesomely democratic, where citizens walk consciously 
and fearlessly as free men. 

I know of no greater cause; I know of no cause more 
entitled to receive the enthusiastic support of every Ameri- 
can interested in the preservation of our country’s institu- 
tions. 
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